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Professional Notes 


The Attrition of Industrial Capital 


THE ANNOUNCEMENT LAST WEEK THAT THE SOCIETY OF INCORPORATED ACCOUNTANTS 
is to initiate an inquiry into the changes that are desirable, because of changing 
price levels, in the methods of computing business profits—the subject of our 
Editorial article on page 442—receives added point from the almost simultaneous 
publication of a recent survey by the Federation of British Industries. The 
accounts of a cross-section of manufacturing companies, numbering 80 concerns 
of all sizes, with assets of a book value of more than £1,000 million, were analysed 
for the period 1938 to 1949. It is estimated that up to 1949, £268 million to 
£291 million of additional finance was needed by the 80 companies to maintain 
the volume of assets existing in 1938. Retained profits from 1938 to 1949 amounted, 
however, to only £199 million. Thus, for the mere maintenance of productive 
capital, aside from any extension of it, substaritial funds had to be obtained from 
outside sources. This resort to external finance could not, the survey shows, be 
avoided by any practicable reduction in distributed profits, for the proportion of 
total profits distributed fell from 27 per cent. in 1945 to 22°5 per cent. in 1949, 
while the proportion undistributed rose from 14°5 per cent. to 28 per cent. The 
icrease in gross profits over the 12-year period from 1938 to 1949 was largely 
the result of inflated stock valuations. Taxation, being levied on book profits, ate 
into the capital resources of the companies. In present circumstances all that 


industry can do, the Federation suggests, 
to stem this attrition of its productive 
potential, is to set aside the maximum 
possible reserves to offset the effects of 
inflation on stocks and fixed assets. By 
doing so, it continues, industry will not 
only do something to close the gap 


between replacement costs and 
depreciation allowances granted for 
tax assessments, but will also strengthen 
the case for re-shaping the taxation 
system so as to prevent the erosion of 
capital by the tax-gatherer. 


Mr. Butler’s Pantry 

Mr. Butler’s pantry will soon be 
even barer than it is now. Of the cut 
of £350 million in the coming year’s 
imports—the first half of the emergency 
programme brought in by the new 
Chancellor only eleven days after he took 
up his office—no less than £160 million 
is in food imports and, apart from 
strategic stock-piling, raw materials 
are virtually unaffected. There is no 
disputing that at a time when our 
overseas deficit is running at the rate of 
£700 million a year, it is the domestic 
larder rather than the factory store- 
room which should go short. Better 
that the nation should be without many 
of the Continental hams, the sugary 
titbits and the savoury delicacies which 
have done much in recent times to 
relieve a diet banal to the point of 
monotony, than that industry should 
be starved of essential materials. Even 
so, one fears, raw materials for industry 
have only been excluded from thecutsin 

imports by keeping the total cuts 

far short of the amount necessary if 
our current account with the rest of 
the world is to be balanced. Mr. Butler 

himself admitted that there remains an 

estimated red-ink item of £250 million 

at the end of the account, and that 

further measures will be necessary to 

expunge it. What hopes are there that 

it can be eliminated from the account 

without reducing imports of industrial 

materials ? 


What Interest Has Money? 
The Government’s hopes of closing the 
rest of the gap in our international 
accounts seem to rest upon the 
possibility that some American aid for 
rearmament will come our way and 
upon the efficacy of the Chancellor’s 
monetary prescription. There were 
three ingredients in this prescription. 
First, there was a rise in Bank rate 
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rom 2 per cent. to 2$ per cent. on 
‘November 8. Second, the policy of 
accommodating Lombard Street, 
whenever it is short of cash, at the 
‘Treasury Bill rate of roughly $ per cent. 
is discontinued; instead of buying 
bills freely, the “‘ special buyer”? now 
buys them only up to a limit which he 
—or, rather, the Treasury whose agent 
he is—fixes, and at a price which may 
move up to $ per cent. below Bank rate. 
Already, for the first time in 13 years, 
the money market has been “in the 
Bank,” borrowing at 2 per cent. Third, 
the floating debt has been cut by about 
a sixth, by the funding of £1,000 million 
of Treasury Bills into a new issue of 
short-term stock, thus reducing sub- 
stantially the banks’ holdings of very 
liquid assets. 

The specific has already increased 
some rates in the complex of interest 
rates, but not all. The rate on Treasury 
Bills is now around 18s. gd. per cent. 
instead of ros. per cent. The process of 
raising rates on bank advances, already 
under way before the new monetary 
policy, has been somewhat accelerated. 
"Gilt-edged have slumped and long- 
term rates have thus moved up. But 
there has so far been no more than a 
negligible effect upon the demand for 

or supply of capital outside the money 
and security markets. Only if invest- 
ment—using that word in the strictly 
economic sense, as the placing of real 
resources into capital goods — were 
reduced, would all the monetary 
measures that have been taken during 
this last month affect the external 
balance of our accounts. The release of 
resources from investment would enable 
imports to be reduced, or exports to be 
expanded, or both. 


We are at present a long way from 
that culmination, if indeed we ever 
reach it by this route. It is true that 
if the liquid asset ratio of the banks 
were greatly reduced, and if they 
refrained from recouping their cash 
by sales of securities because of the 
fall in quotations; and if in consequence 
they clamped down upon advances, 
industrialists would not be able to 
invest (again in the economic sense) 
on bank credit as freely as before. 
But there are several “ ifs” in this 
sequence, and even so, the conclusion 
can. be no more positive than that 
investment on bank credit might not 
expand as fast as it has been expanding. 
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Mr. Ernest Marples 


Investment financed by industrialists 
in other ways—one method could be 
by selling securities expected to fall 
still further in price—might more than 
suffice to make up the decline in 
investment financed by the banks. 
Given that, simultaneously with all 
this, wage levels are still increasing 
fast, and wage demands still faster, so 
that (personal savings being small or 
non-existent) the demand for con- 
sumption goods is mounting, the 
conclusion is almost unavoidable that 
the monetary medicine has to be made 
much less diluted if the excess of 
monetary demand, for consumption 
and capital goods combined, is to be 
eliminated. The truth is that other 
factors in the complicated equation 
cannot be ignored — and excessive 
concentration upon monetary measures 
tends to their being ignored. The wage 
level is one of those other factors. 
Government expenditure is another. 


Accountants as New Ministers 


We congratulate three members of the 
accountancy profession who have taken 
office in the Conservative Government. 

Lord de I’Isle and Dudley, v.c., M.a., 


A.C.A., is the new Secretary of State for 
Air. 

Commander T. D. Galbraith, mp, 
c.A., has been appointed Joint Parlia- 
mentary. Under-Secretary of State for 
Scotland. 

We have particular pleasure in 
congratulating Mr. Ernest Marples, 
M.P., A.S.A.A., upon his appointment as 
Parliamentary Secretary to the Ministry 
of Housing and Local Government in 
the new administration. 

Mr. Marples is a practical man who 
has led a hard life and made his own 
way. He was born in a working-clas 
home in Manchester 43 years ago. 
From his earliest experiences at home 
and in his industrial surroundings, he 
derived lessons in both the understan¢- 
ing and management of men whic 
stood him in good stead later on. 

After leaving Stretford Gramma 
School, he qualified as a member of the 
Society of Incorporated Accountants 
in 1930, and at the age of 21 came 
London to seek his fortune. Afie 
working for a year or two with a firm 
of City accountants, he embarked on4 
business life of his own. This left him 
for a time “ poor but honest ” until he 
had the idea of converting into attrac 
tive flats some Victorian mansions 
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but no longer poor. He later became 
managing director of one of the largest 
civil engineering and building busi- 
nesses in London. 

Before the outbreak of World War II 
Mr. Marples had volunteered for the 
Territorial Army, and in 1939 he 
joined a battalion of the London 
Scottish as a private soldier. He soon 
became regimental sergeant-major of 
his unit. Subsequently he was com- 
missioned into the Royal Artillery and 
left the service with the honorary rank 
of captain. 

He entered Parliament in 1945, 
winning Wallasey for the Conservatives. 
He is the secretary of the Conservative 
Parliamentary Housing Committee 
and has taken part in many of the 
debates on housing, a subject in which 
he has specialised. He wrote the 
Conservative “‘ Housing * pamphlet. 

Mr. Marples is a keen athlete. He 
still trains with Chelsea Football Club, 
and was the first Englishman after the 
war to climb the Matterhorn. For 
many years he took part in serious 
wrestling, and he is an addict of squash 
and lawn tennis. 


Accountants in the Board Room 


began their careers as accountants. 
This is one of the salient conclusions of 
a study by Mr. G. H. Copeman 
published in the November issue of 
The Director. The author warns his 
readers that the sample of completed 
questionnaires, numbering nearly 1,200 
filled in by directors of large public 
companies, upon which his findings are 
based, is liable to some bias, but the 
figure quoted seems to be a reasonably 
good estimate for large public com- 
panies in general. Apart from engineer- 
ing, no other well-defined calling 
produces as many directors as account- 
ancy does, for “‘ training for executive 
post” and “clerical,” which both 
show rather larger percentages in Mr. 
Copeman’s analysis, are nebulous 
categories. Directors who were lawyers 
m early life number only 5 per cent. 
of the total. The full list follows. 

On the face of it, we should expect 
that if smaller private companies had 
been included in the sample, the 
Percentage of accountant-directors 
would have been larger. 

The author mentions that a survey 


Kensington. This left him still honest - 


Some 13 per cent. of company directors . 


Type of Early Work directors 
Training for Executive pos 22 
Engineering ..  --  .. 14 
Clerical oe aA. a8 14 
Accounting .. 13 
Science * ne 7 
Other Professional . . 6 
Law .. oa se 5 
Administration 4 
Salesmanship 4 

* Skilled Trades 4 
Small business 2 
Secretary .. oe - I 
Semi-skilled and unskilled I 
Other categories . I 

recently made by the American 


Institute of Management showed that 
the average chairman of the large 
corporation in the U.S.A. was an 
engineer or lawyer. He adds that 
accountants are less common than 
lawyers around the average American 
Board table. 

The study also shows that those 
directors whose early work was in a 
business were 62 per cent. of the total. 
About a third of these started in a 
small business with assets of less than 
£100,000. 


Education for Business in U.S.A. 


American experience shows that high 
productivity and good management 
are closely related. The facilities in the 
U.S.A. for educating young people 
to become good managers in the future 
—and for improving the education of 
the more mature managers of the 
present—are on a scale quite dispro- 
portionate to anything we have in this 
country. These may be given as the 
two main lessons of a recent study by a 
team sent to U.S.A. by the Anglo- 
American Council on Productivity 
(Education for Management, obtainable 
from the Council at 21, Tothill Street, 
London, S.W.1. at 4s. 6d., postage 
free). 

There are at least 370,000 university 
students of business administration and 
annually some 72,000 first degrees are 
awarded. In addition, many other 
university students take business 
administration as a subsidiary subject, 
Private business colleges for adult 
students, part-time extension courses 
at universities and colleges and full- 
time intensive courses for managers 
released for a period of months by their 
employers, are all very fully developed. 


Percentage of Apart from accountancy and 


engineering, says the report of the 
team, there are in the U.S.A. no 
professional bodies in “ general” or 
* functional ” management conducting 
their own external examinations. This 
is no doubt one of the reasons why 
education for management is left so 
much more to the universities than it 
is in Britain. Another reason is clearly 
that ‘‘ American business employs 
graduates because it believes that 
higher education helps business,” and 
that “ one of the most striking features 
of the American system of education 
for business is the integration of theory 
and practice.” Still another is that 
there is no bar to the inclusion of 
administrative studies in the university 
curriculum on the grounds that they 
are vocational—the attitude of the 
universities is here in marked contrast 
to that of British universities. It 
probably springs mainly from “ the 
great social and intellectual prestige 
attaching to the highest positions in 
business,”” which causes business to 
attract “the best talent from educa- 
tional institutions, whereas in Britain 
there is a strong tendency for the best 
students to find their way into the 
Civil Service and the professions 
generally.” 

The team, while it made no detailed 
comparison with Britain and refrained 
from specific recommendations on how 
far the American system ought to be 
adopted here, came to the following 
general conclusion: 

The subject is of such vital importance 
to Britain that industry as a whole should 
study means for promoting educational 
experiments for executive development; 
individual firms should review their 
training programmes in the light of 
American experience, and education 
authorities should consider how they can 
best encourage and develop admini- 
strative studies. 


The Society’s Activities in 
Management 


There are manifold signs of the increas- 
ing interest of accountants in the subject 
of management. We find, for example, 
that among the 700 odd people present 
at the recent Conference of the British 
Institute of Management, reported on 
pages 448-9 of this issue of Accoun- 
TANCY, there was a large complement 
—some 40—from the accounting 
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profession. The Society of Incorporated 
Accountants set up a separate Re- 
search Committee on Management 
some time ago, and a group formed 
by it has already issued an interim 
report on the Measurement of Pro- 
ductivity. We understand, also, that 
the Society is to hold a Management 
Course at Balliol College, Oxford, 
from September 26-30. (We shall give 
full particulars of the course in an early 
issue.) Perhaps we might also cite the 
tripartite sub-heading on our own 
front cover—the middle item is an 
earnest of our aim to give management 
topics the prominence in our columns 
that they deserve. 

A number of lectures on manage- 
ment topics are being given to 
District Societies by members of 
the Research (Management) Com- 
mittee this session, and we have no 
doubt that there will be more next 
session. Those arranged for the next 
few months are: 

“ Accounting—Diagnosis or Post-Mortem?” 
By P. G. James, B.com., F.s.A.A. (December 
7 at Newport, Mon., and February 4 at 
Sheffield.) 

“An Outline of the Object, and the 
Preparation and Use of a Budget.” By 
W. F. Edwards, a.s.A.A. (February 14 at 
3 Thoughts on Industrial Account- 
ing.” By F. D. Fowler, 4.s.a.a. (December 
13 at Lincoln and March 20 at Cardiff.) 
“ Production and the Office—Can Clerical 
Output be Improved?” By C. E. Watson, 
A.S.A.A. (March 20 at Newcastle.) 


Tax Evasion 


Sir Eric Bamford, the Chairman of the 
Board of Inland Revenue, was 
questioned by the Public Accounts 
Committee about the Board’s attack 
on the tax evaders. (Reports from the 
Committee of Public Accounts (Ist to 
4th Reports), 1950-51, His Majesty’s 
Stationery Office, £1 5s. net.). He said 
that the Board was discussing with 
Ministers what additional information 
should be provided by the Depart- 
ments to assist in the attack. Three 
offices of the Inland Revenue were 
recently strengthened in staff and 
instructed to make a vigorous attempt 
to trace evaders. They set about 
obtaining information in new directions 
and by “ looking at their localities, by 
consulting sources of information—the 
Post Office, telephone directories— 
by getting information about licences 
from local authorities, and so on, we 
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were able to pick up quite a number of 
new liabilities.” 

Apparently, this experiment in the 
three districts has convinced the Inland 
Revenue that there is information in 
other Government Departments which, 
while not confidential, is not now 
passed to it, and it is now trying to 
ensure that in future any information 
of this kind reaches it. The difficulty, 
as the examination of Sir Eric brought 
out, is that many of the details Which 
would be really useful in the detection 
of evaders cannot be divulged by the 
Departments without a breach of 
confidence, just as the Inland Revenue 
cannot assist other Departments by 
disclosing particulars of tax assess- 
ments. Nevertheless, there does seem 
to be a certain range of non-confidential 
information which would assist the 
Inland Revenue, and in fighting evasion 
it is surely entitled to all legitimate 
assistance from other Departments. 
Its attack on the evaders is, in all 
conscience, proceeding unconscionably 
slowly. 

In his evidence Sir Eric handed a 
compliment to the accountancy pro- 
fession : 

We could not carry on the income tax 
at all without, of course, relying very 
greatly on qualified auditors, and the more 
people are employing good firms of 
auditors the better we are pleased. 


But there was something of a sting in 
the tail of the compliment: 


There are many cases where accountants 
of good repute are capable of being foxed 
by their clients. The first step in a great 
number of these cases is whether we can 
persuade the chap to come clean to his 
accountants. It is behind the accountant 


that things go wrong. 


Business Efficiency Exhibition, 
1952 

The thirty-eighth Business Efficiency 

Exhibition is to be held at Bingley 

Hall, Birmingham, from February 20 

to March 1, 1952. 

The outstanding feature of the 
exhibition will be the latest develop- 
ments in electronic equipment, now 
being applied in a widening field. A 
giant electronic accounting machine to 
be shown provides capacity of 120 net 
balance counters which can be grouped 
in any combination. It prints at speeds 
of 80 to 100 lines a minute and accumu- 


lates data at 80 to 150 cards in the same 
time. The latest electronic record; 
apparatus not only accepts dictation a 
any speed but eliminates extraneous 
noises. The newest developments jp 
electronic stencil-making enable multi. 
colour reproductions to be run off ay 
ordinary office duplicator. 

There will be on show machines of 
interest to every type of commercial 
organisation, banks, Government 
Departments, technical _ institutes, 
universities, advertising agencies, pub. 
lishing firms. Equipment will be 
exhibited for everybody concerned with 
wage payments, income tax calculations, 
statistical preparation, direct mailing 
fire and theft protection, factory. and 
inter-office communications, book. 
keeping, accountancy, archive arrange. 
ments, and executive work of all types. 

As in production, so in planning, 
accountancy must play a major part, 
so there will be machines for al 
varieties of this work—book-keeping 
machines, direct-entry accounting 
machines, mechanical and electronic 
brains, calculating machines operating 
in sterling or the decimal system, and 
all the more simplified types fron 
twelve-key printing calculators and 
portable posting machines upwards. 

A further feature of this exhibition 
will be the developments resulting from 
the study of particular causes of eyt 
strain and physical fatigue. 

Nearly 100 of Britain’s manufac- 
turers of business equipment will bk 
taking part in the exhibition, which s 
being organised by the Office Appliance 
and Business Equipment Trades Asso 
ciation of Great Britain and Ireland 
The Association’s Exhibition Offier, 
which is now open for trade and publ 
enquiries, is at 11-13, Dowgate Hil, 
London, E.C.4. 


** Special-Purpose ”’ Accounting 
Statements 
The implications of the dispersion d 
ownership and concentration of pow 
associated with the modern trend awij 
from individual and towards corporat 
proprietorship of industry formed th 
starting point of a paper by Mr 
R. Keith Yorston, B.coM., F.1.C.A., @ 
“* Some Accounting Implications arisilg 
from the Corporation viewed 4 
Social Unit.” Mr. Yorston was deliver 
ing the sixth research lecture of tht 
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Commonwealth Institute of Accoun- 
tants in the University of Sydney. 

The great increase in the number of 

ns holding shares in companies, 
and in the number of their employees, 
had caused methods of conveying the 
results of company activities to be 
overhauled. The one-purpose type of 
fnancial statement to suit all needs was 
outmoded. It must result, said Mr. 
Yorston, in voluminous detail, probably 
only of use to a trained accountant. 
Special-purpose statements were essen- 
tial. 

The lecturer then discussed the 
several requirements of members, 
employees, Government, investors, 
bankers, creditors, and trade unions. 
The Controllership Foundation in America 
had suggested substituting for the 
statements now sent to members a 
one-page report letter answering the 
questions “* What did the company earn 
last year?’ and “ How strong is its 
present financial position ? ’—and, if 
posible, “‘ What are next year’s pros- 
pects?” There might also be a 
company news-letter, in simple narra- 
tive prose, corresponding to the em- 
ployees’ house organ. If financial 
statements were deemed necessary, 
Mr. Yorston suggested an improved 
type of funds statement. This should 
commence with the turnover and 
include comparative figures. An ex- 
planatory report should be sent at 
quarterly or half-yearly intervals. 

The employees’ jobs depended on the 
profit-making ability of the company, 
and some of them—generally skilled 
workers and office employees—were 
interested in the company’s revenue 
and its distribution. Their needs should 
be met in a simple manner. Mr. 
Yorston quoted the results of a ques- 
tionnaire which he had circulated to 
the employees of a number of com- 
panies: the replies showed that accounts 
in the normal form were not generally 
understood. 

Mr. Yorston suggested that the 
Commonwealth Institute and other 
accounting bodies should institute a 
joint study of the problem with 
tepresentatives of the University, the 
Stock Exchange, the Australian Insti- 
tute of Management, and _ similar 
organisations. 


The Queen at Middle Temple 


Her Majesty the Queen, as former 
Treasurer of the Middle Temple, was 
present at Grand Day dinner in 
Middle Temple Hall on November 20. 
Her Majesty was received by the 
Master Treasurer, Judge A. Ralph 
Thomas, and conducted to the Bench 
Chambers, where her fellow-Benchers 
were assembled. 

The dinner was served’ with 
traditional ceremony. The ancient 
grace before and after meat was said, 
and at the end of the dinner the rose- 
water bowl was circulated. 

The following guests were presented 
to her Majesty : The Lord Chancellor 
(Treasurer of Lincoln’s Inn), Sir 
Robert Knox (the Lord Mayor), Sir 
Cecil Wakeley, Sir Stephen Low, Sir 
Gerald Dodson, Sir Malcolm Sargent, 
Sir Ralph Richardson, Professor S. E. 
Thorne, Dr. W. Russell Brain, the 
Rev. A. H. Kempe, and Mr. C. P. 
Barrowcliff (President of the Society of 
Incorporated Accountants). 


Index to Accountancy 

At the beginning of the war we were 
forced by the paper shortage to dis- 
continue our practice of enclosing with 
each January issue an index to the 
previous year’s issues of ACCOUNTANCY. 
Since then, the annual index has been 
available to all subscribers on request. 
We are pleased to announce that we 
are now able to revert to the pre-war 
practice and an index to ACCOUNTANCY 
for 1951 will be enclosed with every 
copy of the issue for January, 1952. 


SHORTER NOTES 


Organisation on the Farm 

One of the recommendations in the report - 
of the Farming Team sent to the United 
States by the Anglo-American Council on 
Productivity (Productivity in Farming, obtain- 
able from'the Council at 21, Tothill Street, 
London, S.W.1, at 23. 6d. net), is that 
farmers in this country should be made 
familiar with the principles of farm budget- 
ing and the application to farming of such 
technique as “job analysis” and “ work 
simplification.” 


Anti-Monopoly Drive 
The Government is preparing a Bill to 
strengthen the Monopolies Commission and 
to widen its scope. The Bill will be ready 
early in the New Year. 


Irish Railway Agreement 

The Governments of Northern Ireland and 
the Irish Republic have agreed to acquire 
jointly the undertaking of the Great 
Northern Railway, and to contribute equal 
shares of the consideration to be paid to the 
company. The railway will be operated by 
a Joint Board, and profits and losses will be 
apportioned between the two Governments, 
generally on a territorial basis. 


Saving Fuel in Industry 

Fuel Economy Pays is the title of a booklet 
just issued by the Federation of British 
Industries. The Federation’s Fuel Advisory 
Service has twenty-five years’ experience in 
fuel economy. The booklet gives details of 
economy measures in three sections—com- 
mon faults in boiler operation, the use of 
instruments for measurement and control, 
and the efficient use of heat. It is found that 
simple and obvious points are often over- 
looked, and much can be done without 
large capital expenditure. The booklet is 
obtainable, price 2s. net, from the Federa- 
tion of British Industries, 21, Tothill Street, 
London, S.W.1, whose Technical Depart- 
ment is ready to assist member firms. 


Interest on Building Society 

Mortgages 
The Council of the Building Societies 
Association has announced that it has seen 
statements in several newspapers fore- 
shadowing an increase in the rate of interest 
payable on mortgage advances made by 
building societies for house purchase. 
Following a review of the present position 
(after the Chancellor’s announcement about 
higher interest rates) the Council has, 
however, decided to recommend no change 
in the rate of interest charged on these 
advances by building societies. Not all 
building societies are members of the 
Association but the great majority are, 
and the others normally follow its recom- 
mendations. 


Accountancy Research Grant 

Mr. N. A. H. Stacey, Assistant Secretaty 
of the Association of Certified and Corpor- 
ate Accountants, has been awarded. a 
Smith-Mundt Senior Research Grant by 
the United States Government. He will 
work as a visiting scholar at the University 
of Columbia, New York, studying current 
accounting developments in the United 
States, with special reference to education 
and research. 
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ACCOUNTANCY 


FORMERLY THE INCORPORATED ACCOUNTANTS’ JOURNAL ESTABLISHED 1889 


The Annual Subscription to AccouNTANCY is 175. 6d., which includes postage to 

all parts of the world. The price of a single copy is 13.6d., postage extra. All 

communications to be addressed to the Editor, Incorporated Accountants’ Hall, 
Temple Place, Victoria Embankment, London, W.C.2. 


An Important Inquiry 


A VERY IMPORTANT ANNOUNCEMENT 
was made by Mr. C. Percy Barrowcliff, 
the President of the Society of Incor- 
porated Accountants, some days ago. 
Speaking at Bristol, at a dinner of the 
West of England District Society, he 
said that the Council of the parent 
Society was initiating an immediate 
inquiry into the whole question of 
allowing in accounts for the increased 
costs of maintaining assets in inflationary 
conditions. The object would be to 
discover workable recommendations 
that would be acceptable to both 
business men and the accountancy 
profession. 

Mr. Barrowcliff’s statement shows 
that the insistence of industrialists and 
economists upon the necessity of com- 
puting profits in a way which permits 
the maintenance of capital intact—an 
insistence that has become the more 
clamant as the inflation proceeds—has 
so far impressed the Council of the 
Society that they are persuaded that 
traditional historical cost accounting 
should at least be open to re-examina- 
tion. 

Accountants were being challenged 
on many sides, Mr. Barrowcliff said, on 
the precise value to be attached to the 
accounts they produced. That they 
could justifiably be challenged seemed 
in little doubt, for the results shown 
would be vastly different if the accounts 
were wholly based on current values. 
Business men found it difficult to 
understand why accountants did not 
consider replacement cost a more 
realistic basis for measuring deprecia- 
tion. They saw business as a continuing 
process and therefore thought replace- 
ment of worn-out assets must be in the 
natural order of things to ensure 
continuity. Thus, they continued, 
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replacement was obviously a running 
cost. 

Where, asked Mr. Barrowcliff, did 
accountants stand in adhering to 
procedures and conventions which 
appeared to overstate the real profit of 
a business and failed to protect its 
capital? Were they not put upon 
serious inquiry? The answer, he said, 
must surely be “ yes.” 

Continuing, Mr. Barrowcliff said 
that although he was speaking for 
himself alone, he was supported by a 
number of his colleagues on the Council 
of the Society in saying that the time 
had come for the profession to take 
serious note of the substantial increase 
in the price level and to adjust the present 
accountancy conventions to meet as far as 
was possible and desirable the changed 
circumstances of the times. 

It cannot be pretended that those 
who take part in this inquiry have an 
easy task. That historical cost account- 
ing became so rigidly established in the 
profession may well be ascribed to the 
fact that modern accountancy 
developed in a nineteenth century price 
stability which now seems to have 
disappeared for a very long time. 
Alternatively—or, perhaps, in addition 
— it may be ascribed to the accountant’s 
instinctive unwillingness to handle 
inexact quantities—and certainly those 
that are not securely anchored to book 
cost are inexact enough. But more 
than a recognition that we now 
live in the inflationary second half 
of the twentieth century, not the 
stable nineteenth, more even than 
a readiness to deal in _ inexacti- 
tudes, are needed if the inquiry is 
successfully to “‘ adjust the present 
accountancy conventions.” For it must 
be recognised that it is not for nothing 


that in recent years various bodies of 
accountants, abroad as well as in this 
country—not, however, including the 
Society—have proclaimed that they 
stand firmly by the tradition of 
historical cost accounting. The 
tradition is not lacking in well-reasoneq 
backing, and the alternative of replace. 
ment cost accounting—allowing the 
term “ replacement ” to be applicable 
to stocks as well as fixed asset— 
presents many technical puzzles. Some 
of these puzzles have been tackled by 
Mr. E. B. Palmer in his articles Routiy 
Accounting during Periods of Changi 
Prices (the first of which, by a coing. 
dence, we publish this month) in a way 
which, though the details may possibly 
not be acceptable to the majority ¢ 
accountants, may nonetheless hold owt 
promise of a complete solution. It is not 
particularly difficult to envisage the 
tenor of recommendations which would 
satisfy business men, but it is particularly 
difficult to anticipate those that would 
at the same time be acceptable to the 
accounting profession. As, for example, 
it was put by The Times (one amonga 
number of newspapers which recognised 
the outstanding importance of the 
initiation of this inquiry), the recom: 
mendations: 
must not be such as would make it in any 
way difficult for public accountants to 
discharge their heavy responsibilities as 
auditors, or to make them in any way 
mere passive reporters of the directors’ 
opinions on present-day prices and costs. 


For our part, nevertheless, we are sure 
that nothing less than recommends 
tions that make a drastic change in 
accounting procedures will meet the 
demands both of logic and of economic 
necessity. 

Speaking for ourselves alone, we 
would stress how desirable it is that the 
inquiry should become a_ broadly: 
based one, fully representative of both 
industry and accountants. Here is? 
signal opportunity for the variow 
associations of industrialists, whic 
have all been vocal in their demand for 
a general revision of accounting and 
taxation practice, but largely siles! 
on particulars, to argue their case 
detail. Here also, is a chance for th 
accountancy profession as a whole t 
take a step in its development that wil 
surely merit the same adjective as the 
“ historical ” cost accounting that wil 
thus, as we hope, be left behind. 


THE 
busin 
a vari 
propr 
tors; 
own ] 
results 
be pr 
ticula 
must | 
preser 

Thi 
accout 
group, 
assess | 
during 
transa 
that a 
minim 
inform 
of bool 
as litth 

It is 
changi 
ticular 
grown 
that de 
they hz 
article 
theoret 
underh 


—-_ a oO oR ain & ee, Sat ee 4 — 
gE. a a a i - mer aes, Hess cat: 
aS 
é 
: 
— 
——$— 
| 
many | 
theory. 
will be 
To 
throug’ 
detail, 
in prac 
The ad 
in the 
—— 
1 « Pr 
Owners ¢ 
the posit 
> For 
“ Replac 
: Vol. 1, D 
( 
|] 
: 5 Yt = a 7 ; , = 
i ae. i — 
| : 4 4 bese: =o 


Routine Accounting during Periods of Changing 


Prices—1 


By E. B. PALMER 


[THE PUBLISHED AND PRIVATELY CIRCULATED RESULTS OF 
businesses are studied by various groups of persons and for 
a variety of reasons. Broadly speaking, the groups are: the 
proprietors of businesses; their managements; their credi- 
tors; and others. Each group scrutinises the results from its 
own particular point of view. If the records of business 
results are to beof maximum usefulness, they must, therefore, 
be presented so as to conform with the needs of the par- 
ticular group receiving the information, and these needs 
must be kept clearly in mind by those responsible for the 
presentation. 

This article is concerned with the question how 
accounting information may be presented to the first 
group, the proprietors of a business,! so that they may 
assess the true results of trading, and its effects upon profits, 
during a period of changing price levels. How may 
transactions be recorded during the accounting period so 
that at its end the data may be drawn together with a 
minimum of final adjustments? How can the additional 
information be recorded within the framework of the type 
of book-keeping system in force in most. businesses, modified 
as little as possible? 

It is necessary to make adjustments at each stage for the 
changing level of prices during the accounting period. Par- 
ticularly in the past few years, a considerable literature has 
grown up on this subject. But it is disappointing to find 
that despite the time and effort devoted to these discussions 
they have produced no consensus of opinion.? The present 
article cannot, therefore, claim to interpret a unanimous 
theoretical argument. Nevertheless, the general thesis 
underlying the present approach has been enunciated by 
many of those who have taken part in the debate on the 
theory. In consequence, only the practical implications 
will be considered here. 

To facilitate exposition, the same example is used 
throughout. It is elementary enough to obviate excessive 
detail, but any major points of difficulty which might arise 
in practice in other fairly general cases will be examined. 


Index for Adjustments 
The adjustments necessary to allow for the effect of changes 
in the price-level require the use of some form of index. 


* “Proprietors” of a company with share capital here means the 
Owners of the equity. Preference shareholders are in many respects in 
the Position of long-term creditors. 

. For a short list of articles written from various viewpoints, see 
Replacement Cost Depreciation,” A. R. Prest, Accounting Research, 
Vol. I, No. 4, footnote, pp. 385-86. 


There is much disagreement in the profession regarding the 
type of index that should be used. Asthisarticleis primarily 
concerned with the information required by the average 
owner of a business, the index must be one of most use to him. 
Is he concerned with keeping his “ money” capitalintact? Or 
with keeping his “ real” capital or “‘ physical” capital 
intact?? Or is the income side of the question uppermost in 
his estimation? 

Research into the points with which the average business- 
owner most concerns himself is necessary before a conclusive 
answer can be given to these questions. But for the purpose 
of this article it is assumed that he is concerned with the real 
worth of his capital, measured in terms of the power to 
purchase an average selection of goods suitable to his needs. 

Thus to measure the effect of a change in the price-level 
on the results of trading the entries recording those results 
may be adjusted by an index based on the cost of the average 
selection of goods purchased by investors with incomes 
(say) between £1,000 and £1,500 per annum. The investor. 
whose tastes do not conform with the average could then 
make his own personal adjustments to the data provided. 
To avoid confusion among the investing public the same 
index should be used by all businesses. The index should be 
compiled by some recognised authoritative body and the 
basis of compilation should be widely published. 

The fictitious index to be used throughout this example 
is as follows: 

Date Index Date Index 


1935 constant at April 216 
1937 May 220 
1940 June 225 
1945 160 June 30 227 
I July average 230 

August mA 230 
1949 225 September 235 
January | 200 October 240 
January 202 November 240 
February 205 December 245 
March 210 December 31 250 


Cash Book 


The first section of the accounting records to be considered 
is that recording the cash position: the balance on hand and 
the receipts and payments. It is assumed that all items of 
expense, for example wages, are paid in cash, no credit 


8 The terms “ money capital” and “ physical capital” are self- 
explanatory. “ Real capital” is used here to denote money capital 
adjusted by an index of the purchasing power of money. 
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being received, while all transactions concerning goods are 
on credit terms. 


If a cash balance of £2,000 is held on January 1, 1949, 
and is maintained throughout the year then, expressed in 
1935 sterling, a loss has been incurred for the year, since 
at January 1, 1949, £2,000 in current sterling represents 
£1,000 in 1935 sterling, and at December 31, 1949, it 
represents only £800 in 1935 sterling. In other words, at 


the end of 1949 £2,000 is capable of buying only ao of 
that “‘ basket of goods” which could have been pur- 
chased at the opening of the year. 


The cash balance of the average business does not, how- 
ever, remain constant throughout an accounting period. To 
determine the profit or loss, each entry must be expressed 
in the cash book in terms of sterling of the basic date. The 


difference in the adjusted columns represents the profit 
(credit) or the loss, expressed in sterling of basic date, 
resulting from changes in the level of prices. 

To adjust each entry in the cash book would normally be 
a very considerable task, not justified by the greater 
accuracy of the results. Except in quite extraordinary 
periods, adjustments to the monthly (or four-weckly) 
totals of receipts and payments, with the use of the average 
index for the month, give sufficient accuracy. 

Where exceptionally large receipts or payments take 
place on particular days, for example, payments of divi- 
dends or debenture interest, it may be desirable to adjust 
these transactions by the index as it stands on that date, 
But such exceptions to the general rule should be minimised 
so as to reduce work. 

There follows a summary of the cash book of the business 
forming the example used throughout this article. 


226 od 
| July 15| Fixed Assets a rs ft 460 | 200 
July Sundry Creditors and Expenses ..|_ 460 | 184 | 200 | %!| 


an. 1 | Balance B/F .. 

is Sundry Debtors 300 
February | Sundry Debtors 820 ‘400 
Bry tise as yai-yd eee 
Mar. 23 | Z os ee oe --| 202 
April Sundry Debtors 540 250 
May - | Sundry Debtors ..  ..| 880. 400 | 
June | Sundry Debtors + .. ~ 900 400° 
July Sundry Debtors 828 360 
August Sundry Debtors es --| 920 400 
Sept. Sundry Debtors v3 -+| 1,034 440 
deg nec  s a " pee es 1,080 sin 450 = 
Nov. Sundry Debtors si --| 960 
Dec. Sundry Debtors ee -+| 1,176 480 

Totals for year .. _ on - + |10,451 | 4,016 | 4,617 | 1,988 

” oe ae —s a --| 14,467 6,605 


Sundry Creditors and Expenses . . 
Feb. Sundry Creditors and Expenses ..} 492 164 | 240 80 


Mar. 5] Fixed Assets % at 2,100 1,000 | 
Mar. g/A .. 34 * és ha 50 
Mar. 9 160 

- 9 

- 9 


April | Sundry Creditors and Expenses ..| 540 | 189] 250) 87) 
May Sundry Creditors and Expenses ..| 528 | 187 | 240/ | 


June | Sundry Creditors and Expenses ..| 360 | 176 | 160) 7) 
June 30} Debenture Interest os é 50 | ae] 


£ 
|| 


|Slgecelelelele 


Aug. Sundry Creditors and Expenses ..| 552 184 | 240 
Sept. Sundry Creditors and Expenses ..| 564 188 | 240 
Oct. Sundry Creditors and Expenses ..| 420 | 204 | 200 
Nov. Sundry Creditors and Expenses ..| 600 | 192 | 250 
Dec. Sundry Creditors and Expenses ..| 490 | 196 | 200. 


Dec. 31 | Debenture Interest on a 50 
Dec. 31 ; Purchasing Power Adjustment A/c | 
Dec. 31 | Balance C/F Bs as a | 3,593 
3,839 
Totals for year .. a ‘ .- | 6,031 | 8,436 | 2,688 | 3,917 
Aa tle és c & 14,467 6,605 
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The difference on the adjusted columns, after calculating 
the cash balance in 1935 sterling by the use of the index at 
December 31, is transferred to a purchasing power adjust- 
ment account and represents the loss in terms of 1935 
sterling incurred by the holding of a cash balance. This 
adjustment account is used to accumulate all such profits 
and losses incurred, as will be seen in Section II of this 
article. 

It should be observed that just as the holding of a cash 
balance when prices are rising produces a loss in terms of 
real purchasing power, so an overdraft produces a gain in 
real terms. The converse is true when prices are falling. 


Purchases 
As with the cash book, each invoice received might be 
adjusted; but much calculation is saved and an adequate 
result obtained if the monthly ‘totals of purchases are 
adjusted in the day book. 


PURCHASES DAY BOOK 


Creditor Ino. No. 


Sundry ... 
Sundry 


Sundry 
Sundry ... 
Sundry 
Sundry 
Sundry ... 
Sundry ... 
Sundry ... 


Sundry ... 
Total purchases for year 2,692 


It will be seen that there is no need to adjust the indivi- 
dual invoices of creditors or the cash payments to creditors 
see March entries in the cash book). It is only the totals 
for each month that require adjustment. For example, the 
account of A in the creditors’ ledger would appear as 
follows, : 

The adjusted monthly figures will, however, appear in 
the creditors’ ledger control account, and at the end of the 


Dr. A 
1949 | | £ || 1949 | 
March g | Cash 


| 50 January 1] Purchases | 50 


year the adjusted columns will not balance. The difference, 
which will be transferred to the purchasing power adjust- 
ment account, represents the profit or loss which has 
resulted from paying for goods at a date later than that on 
which they were actually received. For example, if the 
goods purchased from A on January 1 (index = 200) were 
sold on March 8 (say, index = 210) without trading profit, 
the business would receive in consideration £52 10s. as 
follows: £50 at January 1, adjusted, is £25; £25 in 1935 
sterling at March 8, is £52 10s. in current sterling. The 
business may then pay A on March g £50 for goods which 
he himself could have sold for £52 10s. in March. But the 
inflationary profit has been reaped by the business as a 
result of having received credit from A. 

If the opening creditors at January 1, 1949, are £800, the 
calculation of the profit or loss is made in total as follows: 

Actual Adjusted 


Opening creditors ... one _ nts 800 400 
Purchases ... ae aed von .. 6,043 2,692 


: : 6,843 3,092 
Less Cash paid to creditors agp coe | ER 2,688 | 


812 404 
Closing creditors therefore oss ion. >? ae 325 


Profit from receiving credit ... — ia oom 79 


The profit resulting from receiving credit from suppliers 
amounts to £79 in 1935 sterling. 


Sales 
Sales are treated from the book-keeping point of view in 
exactly the same way as purchases. The monthly totals of 
sales will be adjusted in the sales day book and individual 
amounts will be posted to the personal debtors’ accounts 
without adjustment. 


However, as credit is now granted by the business the 
effect is a loss when prices are rising. 

If debtors at January 1, 1949, are £1,000 then the loss 
may be determined as follows: 


Actual 
£ 
Opening debtors ... ve ig’ s - 29888 
Sales ~ = oe wy .» 10,358 


11,358 
Less Cash received from debtors ... w+» 10,451 


9097 
Closing debtors therefore ... -— ee 907 


Loss incurred by granting credit jée sos = 


The loss incurred through granting credit is £120, 
expressed in terms of 1935 sterling. 
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SALES DAY BOOK 


: 1949 Debtor Inv. No. | Led. Fol.| Actual | Adjusted 
Jan. 5 | X... a I Xi a" » 
aD 8 we in 2 Yr 101 
“a, 3 Zi 202 
He 797} 350 
Feb. Sundry . 615} 300 
March | Sundry 840) 400 
April Sundry .. 756| 350 
May Sundry 924} 420 
June Sundry 1,012| 450 
July Sundry 1,012} 440 
Aug. Sundry g20| 400 
Sept. Sundry .. 1,058; 450 
Oct. Sundry gi2 380 
Nov. Sundry . 720| 300 
Total Sales for year 
| 


se | |f| i 
i 5 ie 404 || Mar. 7 Cash 404 
Stock 


The problem of financing the additional cost of holding 
adequate stocks during a period of rising prices is one that 
has attracted the attention of businessmen and the account- 
ing profession during the past decade. From the point of 
view of directors and management who wish to operate on 
at least the same level of activity as in previous years, the 
problem is one of retaining in the business sufficient of the 
profits to maintain the required physical stock. The point 
of view of the owners, however, may be slightly different. 
If the average price of the stocks concerned rises more than 
the general price level they may not be interested in main- 
taining their physical investment, but only their invest- 
ment in terms of sterling of a basic date. For example, if 
between two periods general prices double but the prices of 
particular stocks are trebled, the owners may be prepared to 
decrease their physical holding of stocks by one-third, thus 
maintaining at a constant level their capital and (theoretic- 
ally at least) their income,‘ both expressed in terms of 
basic sterling. 

As already indicated, this article is written on the 
assumption that the viewpoint of the owners of the business 


determines policy. The adjustments must therefore ensure 
that sufficient of the apparent profits of the business are 
retained to maintain stocks that are deemed adequate by 
the owners. 

The most suitable way of making such adjustments is to 
maintain the stock ledger in terms of standard prices based 
on 1935 prices. These standard prices should be calculated 
by adjusting current prices by the current index. The 
standards should only be revised when they become 
seriously out of line with current conditions (as with 
revisions of standard material prices under a standard cost 
system). 

Issues from stock should be booked to jobs at standard 
prices adjusted by the current index. Whether the prices 
received for jobs are sufficient to allow for the replacementof 
stocks consumed could then be determined from the various 
job cost sheets. 

A practical difficulty will arise here, since the index fora 
particular month may not be available until two or more 
months have passed. This may be overcome by using the 
latest index available and, where necessary, adjusting it 
for the interval by the average change over the past few 
months. This may involve a slight but not serious error. 
A reconciliation would be required of the calculated issue 
for a month using the correct index with the charges made 
to jobs in respect of materials issued. 


CALCULATED ISSUES FROM STOCK 


1949 Calculated | Standard | 

January 
February 
March ind wee ie eos 525 250 
April ... wie ove eee Joa 475 220 
May ... eee oi " éud 572 260 
june ... ose wae oe dod 652 290 
DE. oie ous a ded 690 300 
August po aah me “ou 632 275 
September . oe — 635 270 
October 624 260 
November 612 255 
December 490 | 200 

Total Issues for year 6,761 3,000 


As it is undesirable to revise frequently the standard 
prices used, a slight error will also occur because the 
adjusted prices of purchases taken from the day book will 
not agree with standard prices at which purchases are taken 
into stock. This error will be thrown up in the stock control 
account at the end of the year and should be transferred to 
the purchasing power adjustment account as a profit or los 


« In practice this may not be the case. The existence of fixed expenss 
and economies of operating at certain physical levels of output may 
reduce the adjusted income. The assumption here is that adjusted 
capital is to be maintained (see p. 79) and the effects of this may be 
pointed out in the report to the owners concerned. 

5 The adjustment would be facilitated by the compilation of a “ ready 
reckoner ” based on the index in use. The individual charges to jobs 
should be proved in total at the end of each month. The task is very 
much reduced where accounting machines are already in use, and may 
be employed to make this adjustment. 
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due to stock prices moving differently to general prices (as 
with a material price variance in a standard cost system). 

Goods in stock at the close of the accounting period will 
be brought on the stock sheets at standard prices. For the 
balance sheet, stock at standard prices must then be con- 
verted into stock at cost. This may be done quite accur- 
ately by adjusting the standard price by the index at the 
average date of purchase of the stocks. 

The average date of purchase may be calculated as 
follows: 


Let adjusted cost of purchases (less transfer to 


purchasing power adjustment account) ... = P 

standard price of issues... pw » wel 

opening stocks at standard price ... . =S—P7 

closing stocks at standard price... . = S+ 7 
The average date of purchase of closing stocks will then be 
S+7 


—5 years from the end of the year. - 
2 


ButP + (S— Y)=I+(S+ YN) 
SFr S4+F 
2P— o(I + 21%) 
The average date of purchase of closing stocks in terms 


of years from the end of the year may therefore be deter- 
mined from the formula: 


Closing stocks at standard price 
2 (Standard price of issues plus increase in stocks at standard price) 


Ifin our example the standard price of the opening stock 
at January 1, 1949, is £2,000 and the closing stock at 


Therefore 


Valuing Holdings in Private 


Companies 


December 31 is £1,661, the average date of purchase is 


1,661 - 1,661 
2(3,000 + (1,661 — 2,000)) 5,322 fered eg 

The average date of purchase of closing stocks is there- 
fore September 8, at which time the index may be taken as 
standing at 235. The calculated cost of the closing stock is 
then £3,887. 

Where a substantial proportion of the stock is slow- 
moving this part should be eliminated from the calculation 
and brought in at a separate valuation. 

There will be a difference on the calculated cost columns 
of the stock control account due to the fact that when 
prices are rising issues have been made from stock at a 
cost greater than actual cost. This will be the amount which 
should be transferred to reserve to ensure that sufficient 
profits are retained in the business to finance the increased 
cost of carrying adequate stocks to maintain real capital. 


Calculated Standard 
Opening stocks 000 2,000 
Purchases ... 043° 2,692T 
10,043 4,692 
Less Issues ... 6,761 3,000 
3,282 1,692 
Closing stocks 3,887 1,661 
Transferred to stock replacement reserve 605 
Transferred to Purchasing Power Adjust- 
ment Account br son me 31 
* Actual + Adjusted 


(To be continued) 


for which the valuation is required and 
the circumstances, both domestic and 
national, in which it is made. All with 
any experience of the subject will also 
agree with him when he says that figures 
are not enough—the personal know- 


[CONTRIBUTED] 


THE PAPERS READ BY Mr. W. G. 
Campbell, B.a., F.c.A., and by Mr. 
T. A. Hamilton Baynes, M.A., F.C.A., at 
the autumnal meeting of the Institute 
of Chartered Accountants in October 
(noted on page 402 of our last issue) 
will repay careful study. Mr. Camp- 
bell’s paper was entitled “The Valua- 
tion of Holdings in Private Limited 
Companies for Purposes other than 
Probate,” and Mr. Baynes’s was on 
‘Valuation of Holdings in Private 
Limited Companies for Probate Pur- 
poses.” The papers were intended to 
be complementary to each other. 

t so much has been written and 
spoken on these twin subjects in the 


accountants. 


treated. 


past few years indicates that they are of 
growing importance to all professional 
The contributions by 
Mr. Campbell and Mr. Baynes are 
especially useful as they not only deal 
with the more normal and practical 
aspects, but touch here and there on 
facets of the subjects not ordinarily 


In the expectation that our readers 
will wish to peruse the papers for them- 
selves, we do not intend to summarise 
or paraphrase them here, but a few 
comments may perhaps be helpful. 

Mr. Campbell is right in emphasising 
that valuation can never be an absolute 
term but must depend on the purpose 


ledge of the accountant over many 
years is required if a fair valuation is to 
be arrived at. 

He discusses the relative importance 
of net assets, earnings and dividend 
yield, and in our opinion he is justi- 
fied in coming down heavily for 
“earnings” as the most important 
factor. He discusses at length various 
methods of computing goodwill, includ- 
ing what is perhaps becoming the 
rather over-worked ‘“‘ super-profit ” 
theory. It seems to us, and we think 
Mr. Campbell shares our view, that 
goodwill can ordinarily best be com- 
puted by the capitalisation of earnings. 
In giving various examples, however, 
he says that if the profits of the company 
are £20,000 and the expected rate of 
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earnings is 10 per cent. on the price 
paid, the total value of the business is 
£200,000. As a piece of arithmetic this 
is of course unarguable, but the rate of 
earnings is not aptly chosen for the 
example. A rate of 10 per cent. certainly 
cannot be taken as normal. Nowadays, 
even in the case of large and well- 
established businesses, purchasers look 
for a minimum earnings yield of 20 per 
cent., and 25 per cent. is more common. 
In discussing risk capital Mr. Campbell 
says that it might be suggested that an 
increased earnings yield of 5 per cent. 
would be the least to be expected from 
the equity shares of a good private 
company as compared with shares of a 
similar class in a public company. It is 
to be feared that the help to be obtained, 
in computing an appropriate earnings 
yield, from comparisons with similar 
shares in public companies can easily 
be over-stressed. By far the most 
depressive factor in valuing shares in 
private companies is their non-mar- 
ketability. There are few of us who 
have not by this time realised how easy 
it is to get into a private company and 
how difficult to get out! 

Mr. Baynes, in considering valua- 
tions for probate purposes, is able to 
take as his groundwork all that has been 
said in Mr. Campbell’s more general 
paper. He stresses how important it is 


that the valuation should be treated 
expertly and should be made by an 
accountant with full knowledge and 
experience. It “should never be 
regarded as a matter of so little con- 
sequence that it may be left in the 
hands of the secretary or the solicitor 
to settle the figure.” It is refreshing to 
find that he frowns on comparisons 
derived from the Actuaries’ Investment 
Index, so loved by the Estate Duty 
Office. He is also to be commended for 
his courageous statement that the 
accountant knows more of the com- 
pany’s affairs than the Commissioners 
and the “ hypothetical purchaser.” 
When Mr. Baynes says that greater 
attention should be paid to dividends 
than to profits we must part company 
with him, though we do so with the 
feeling that in normal circumstances 
he would be the first to emphasise the 
over-riding importance of earnings. 
In the interesting table which he 
reproduces giving details of five sub- 
stantial placings it is shown that the 
shares were marketed on the basis of 
earnings yields ranging between 20 per 
cent. and 25 per cent. and with 
estimated dividend yields of about one- 
half of those figures, or 10 per cent. to 
12} per cent. We sugyest that the non- 
marketability of the shares in a private 
company justifies estimates of earnings 


Conference on Management 


[ConTRIBUTED] 


THE SIXTH MANAGEMENT CONFERENCE HELD 
by the British Institute of Management 
since its inception in 1948, and the first since 
its merger with the Institute of Industrial 
Administration, took place in Harrogate 
from November 15 to 18. The number of 
delegates attending—there were over 700— 
and the variety of offices held by them 
—there were directors, secretaries, accoun- 
tants, consultants, T.U.C. representatives, 
to name but a few—bore out the increasing 
popularity of the conferences. 

Proceedings began with a talk by Sir 
Clive Baillieu, who reviewed the objects and 
work of the B.I.M. A reception given by 
the chairman and council of the Institute 
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followed. On the two days following there 
was a wide choice of subjects; there were 
three sectional sessions, at each of which 
there were six meetings. These were divided 
into panel debates, top management 
sessions and discussion sessions. Panel 
debates consisted of a discussion on a 
specific subject between speakers of different 
views and levels. Two of these which 
attracted particular attention dealt with 
** Education for Management” and with 
** Roremanship Training,” both inspired by 
the reports of teams which had recently 
studied the subjects in America (we discuss 
the first of these reports in a Professional 
Note on page 439). Top management 


and dividends considerably in excess 
of those shown. It seems to us that 
Mr. Baynes, like Mr. Campbell, does 
not sufficiently bring out the great 
importance of non-marketability as a 
factor determining the value of shares 
in a private company. 

Mr. Baynes discusses the relevance 
of asset values both for a minority 
interest and for a valuation under 
Section 55 of the Finance Act, 1940. 
Most accountants will agree that 
earnings and dividends are more 
important than net assets, but at 
present the Estate Duty Office seems to 
adhere to the “ Heads, I win; tails, 
you lose”? method by ignoring net 
assets when they lead to figures less than 
the capitalisation of earnings, and 
when they give a larger figure, insisting 
on fanciful figures for goodwill. Mr. 
Baynes is also to be congratulated for 
urging resistance to any attempt to 
force a liquidation value in inappropri- 
ate circumstances. 

In dealing with a valuation under 
Section 55 of the 1940 Act, Mr. Baynes 
has remarkably little to say on goodwill 
valuation, which in practice is the cause 
of most of the trouble, but from his 
paper as a whole one is satisfied that 
his attitude towards valuations for 
probate is the correct one—be fair 
without being frightened. 


sessions—an innovation this year—were 
confined to members of director level. The 
first of these studied “* Superannuation and 
Pension Schemes,” on which the paper had 
been prepared by Mr. Henry Lesser, C.B.E., 
who surveyed the types of pension schemes 
in operation and surveyed their administra- 
tion and operation. In the discussion which 
followed, attention focused on some of the 
present tax anomalies and the difficulties of 
providing adequate pensions and maintait- 
ing actuarial solvency in a period of rising 
prices; advice was also sought on the 
provision of widows’ benefits, for which 
there is obviously increasing demand 
Mr. W. F. Edwards, A.s.A.A., gave a papel 
in the top management series on th 
improvement of reports and  accouml 
presented to top management. He sit 
nificantly dealt with the frequent contention 
that the financial executive could not contt 
bute to the management of the organisation 
and gave much helpful advice on th 
preparation, presentation and routing J 
clear, unambiguous statements. The d* 
cussion, however, revealed no unanimity 4 
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experience, not only of what management 
wanted but of what it actually received; 
it was apparent that statements now sub- 
mitted to it range from daily to monthly 
financial summaries. 

“ Productivity Measurement and Wage 
Levels ” was one of the subjects in the dis- 
cussion series and brought in one of the 
biggest audiences, which should not have 
been disappointed, for a provocative and 
stimulating discussion followed the intro- 
duction of the comprehensive paper written 
by Mr. A. R. Smith. The views of labour 
and management were expounded with 
equal emphasis. The general feeling seemed 
to be that no overall index of productivity 
could be formulated and that in the interest 
of harmonious management and labour 
relations, wage negotiations should not be 
linked with productivity measurement. In 
the words of Mr. C. E. Sutton, 4.s.A.a., 
whose work on the subject is well known, 
“organisation, technical skill, internal 
transport can provide increased produc- 
tivity—the aim of management should be to 
give workers as much as possible without 
increasing selling prices.” There were, 
incidentally, a number of speakers who 
wanted the word “ productivity ’” banned. 
One of them suggested that the word had 
been used by the Government as a vague 
term to give a simple answer to a difficult 
question. 

Also in the discussion series, Mr. E. H. 
Davison, A.C.A., gave a paper on “ Manage- 
ment Accounting—What does it Mean and 
What can it Do?” Summarising it, he said 
that a good management accounting system 
should look forward rather than back; 
should fit the organisation; should be 
designed for its purpose and should be 
understood. Speakers who followed had 
divergent views on the form, function and 
terminology of management accounting, 
and in particular, there was disagreement 
about the scope of the accounting function. 
One speaker also queried whether accoun- 
tants were qualified by training to provide 
the figures in the form required for manage- 
ment control. On this, Mr. Davison said that 
it was the responsibility of the accountant to 
fashion a technique adequate for the job to 
be done, but it was up to management to 
define that job in the first instance. The 
concluding words of the chairman of the 
meeting are significant—“there is an 
apparent need for a better understanding 
between the manager and his accountant if 
accounts are to become a more effective 
instrument of management control.” 

Another absorbing paper was that by 
Mr. B. A. C. Hills on “ Inventory Reduc- 
tion through Production and Stock Control.” 
Mr. Hills considered that the main remedies 
for stock reduction were (i) good purchasing, 
co-ordination of requisitioning and the 
standardisation of primary materials, (ii) 


the physical and clerical control of work in 
progress and (iii) the selling of standardised 
products. This somewhat naturally led to 
a discussion on the assumption of responsi- 
bility for stock control, particularly as it 
concerns the buying, production and 
selling departments. None would dissent 
that team work throughout the factory is 
essential and Mr. Hills aptly mentioned the 
lack of incentives and adaptability in the 
past to apply new production ideas which 
facilitate inventory reduction. He also 
suggested that the optimum size of the 
stocks could be calculated in the way one 
determines economical batch size; his 
foremen always had these targets in front of 
them. Mr. Hills also made the promising 
suggestion that groups of companies should 
pool their redundant or surplus materials 
—and wondered whether this could be 
applied nationally. This suggestion surely 
merits further attention. 

The subjects mentioned in this article are 
but a few chosen from those dealt with by 
speakers at the sectional meetings. Others 
discussed promotion policy, the use of 
advertising agents, the relationship between 
staff salaries and rates of manual workers, 
decentralisation, sampling techniques, the 
fuel crisis, executives’ remuneration, the 
distribution census and group selection 
techniques. 

In between the sectional meetings and 
plenary sessions, informal discussion groups 
of about a dozen delegates met in lounges, 
ballrooms and studies to talk on a subject 
chosen from the widest conceivable range of 
topics, not all of which were necessarily 
closely confined to management problems. 
There were, in fact, thirty-five such groups 
and the free exchange of views which took 
place was welcome and educational to all. 

On Saturday night délegates relaxed in 
Harrogate’s Royal Hall and listened and 
watched as Messrs. Dobson and Young,.who 
are well known for their broadcasts on 
the “‘ management ” and interpretation of 
music, put across with their own delightful 
perspicuity what was called “ The Art of 


Effective Communication.” We all laughed 


a lot, but how many of us must have thought 
again of this art of the effective and discern- 
ing presentation of the subject. 

It was regretfully easy for an accountant 
reporting the Conference to get the feeling 
that the various fields of management 
—administration, production, accountancy 
and so on—expected to receive more from 
each other without being obliged to give 
more themselves. Management is surely, in 
large, measure, a study of human relation- 
ships: full co-operation in productive effort 
depends in the end, upon those relationships 
being satisfactory. There is nothing esoteric 
in the study of human relationships and let 
us hope that Management Conferences will 
give them adequate attention in the future. 


PRE-WAR DEBTS BY GERMANS 


Accountants who have clients owning 
** German enemy debts ” should obtain 
a copy of the Distribution of German 
Enemy Property (No. 2) Order, 1951 
(Statutory Instrument No. 1899 of 
1951). It is available from His Majesty’s 
Stationery Office at 4d. net. 

The Order lays down a system of 
priorities for payment of the main 
groups of creditors out of the proceeds 
of German enemy property. These 
main groups are bondholders, stand- 
still creditors and trade or commercial 
creditors. Further priorities are estab- 
lished within the first of these groups, 
among the holders of various classes of 
bonds. 

Certain claims are excluded by the 
Order: in particular, claims for debts 
which on September 30, 1951, were 
not owed to British persons. This 
date was, however, later extended to 
November 7, 1951, by a new Order 
in Council, Statutory Instrument No. 
1943 of 1951, price 2d. net. (see page 
461 of this issue of AccouNTANCY). 

There will be two methods of paying 
out claims. Where the debt is owed by 
a German who formerly owned 
property here which is now in the hands 
of the Administrator of German Enemy 
Property, the claim may be paid 
directly out of the proceeds of that 
particular property. Otherwise the 
claim will be paid out of a general fund 
fed by the proceeds of other German 
property collected by the Admini- 
strator. The first of these two methods 
will be adopted only if the claimant 
so obtains a higher dividend than he 
would get from the general fund. A 
small fee to cover costs will be deducted 
from payments. 

The Order comes into force on 
February 1, 1952, and claims must be 
made within three months of that date. 
The Administrator warns that he will 
be unable to receive claims unless they 
are made on the appropriate forms. 
These are now being printed but will 
not be available before the New Year. A 
further announcement will be made 
when forms can be obtained. In the 
meantime, enquiries about the Order 
should be sent to the Administration of 
Enemy Property Department, Lacon 
House, Theobalds Road, London, 
W.C.1. 
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TAXATION 


Income Tax—1851 and 1951 


By D. E. BOSTOCK-SMITH, a.c.a. 


Tuis YEAR’s FEsTIvAL OF BRITAIN STIMU- 
lated research into the manners and way of 
life of this country one hundred years ago, 
at the time of the Great Exhibition of 1851. 
What was the general attitude towards 
taxation then? 

With its Budget of 1853 the Government 
of the day issued a report on the working of 
income tax since its reintroduction a few 
years previously. It is a fair assumption that 
this report, and the manner of its reception, 
indicate the enlightened public’s views a 
century ago. Blackwood’s Magazine devoted 
considerable space to a review of the report, 
and references in this article are to the 
review. 

Attention is drawn in the review to the 
exemption limit of £150, which compared 
with one of £60 in 1803. It is maintained, 
most vigorously, that taxation should be 
allied to the franchise and to the benefits 
reaped from government in general. He 
who reaps these benefits should pay his 
contribution, however small. Emphasis is 
laid on the fact that taxpayers will seek to 
evade their responsibilities if they know that 
others are going scot-free. One reads these 
paragraphs wistfully at a time when, for 
millions of taxpayers, equity is being 
sacrificed to convenience, while large 
portions of some Finance Acts are devoted 
solely to wreaking righteous indignation on 
a few exceptional individuals. 

The keynote of the review is “‘ equity.” 
It notes, with alarm, the proposed total 
exemption of Ireland from taxation. The 
reason given for this exemption is “ lack 
of machinery for collection.”’ It is shrewdly 
hinted that the Government is more con- 
cerned with buying votes in Ireland than 
with spreading the burden of taxation more 
fairly. 

One charming comment in the Budget 
itself is that the Government assures the 
public that the final Bill will contain no 
alarming novelties. Would that Mr. 
Gaitskill could have made the same com- 
ment when introducing the last Budget! 

The review quotes The Times: “To 
confess the truth, justice and morality are 
now as much out of place in taxation as the 
music of the spheres.” Again the modern 
note! What would the same writer have 
said about the hodge-podge of statesman- 
ship and expediency that characterises 
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“supported by estimate and 


much of our fiscal legislation to-day? He 
would probably have noticed a new and 
disturbing element in this legislation—the 
fact that it relies on its officers being much 
more humane than the law itself; for the 
law—applied with precision—is severe to 
the point of savagery. As Sir Alan Herbert 
pointed out recently, the tax legislation 
over-rides Magna Carta which decreed 
“* freemen shall be fined after the manner 
of the fault.” Fortunately, humanitarian- 
ism still flourishes in the Inland Revenue 
offices. 

Surprisingly, there is a Section in the 
Bill devoted to tax evasion. This, with tax 
at 7d. in the £! It is clear, from the reports 
of evasion a century ago, that in spite of the 
enormously increased severity of tax, the 
standard of honesty is immeasurably higher 
to-day. The greater likelihood of detection 
nowadays may have some influence, but 
the sincere co-operation of the Revenue, 
the accountant and the public is obviously a 
decisive factor. One has only to consider the 
present position in Italy to appreciate the 
chaos into which a primitive system of 
taxation can drift. 

In spite of the review’s insistence on 
equity as a means of reducing evasion, it 
clearly holds that some evasion is inevitable. 
One witness had stated at the inquiry that if 
tax were fairly adjusted a false return would 
be rare. The review pours scorn on this 
opinion—rather unfairly, one cannot help 
thinking. Perhaps if the witness had said 
that tax should be “‘ demonstrably fair,’”’ he 
might not have been subjected to ridicule. 

Nevertheless, this disillusioned attitude is 
statistics. 
Evidence suggested that in the Birmingham 
district during 1848-50 incorrect returns 
were submitted in about 39 per cent. of the 
cases examined. 

“* Never, surely, has such a mass of 
evasion and deceit been exposed to the 
public as in the volumes before us,’’ the 
review continues. And so, from its earliest 
beginnings when the rate was 7d. in the £ 
and the total of assessable incomes was 
estimated at £55 million, this taxation on 
income brought struggles and_ strains, 
stresses and heart searchings in its train. 
The more one reads these comments the 
greater one appreciates the standard of 
personal integrity which now exists—at a 


time when “taxation and equity ar 
strangers.” 

The report quotes in detail many interest. 
ing examples of tax evasion. One map 
owned a farm worth £140 per annum, and 
he found that under Schedule A and 
Schedule B combined he was liable to tax. 


' He therefore described his son as tenant 


No details are given about who received the 
income, but the report mentions that the 
annual saving in tax was £6 2s. 6d.! 

Another man produced vouchers showing 
his income at £142 10s. Being thus exempt, 
he obtained repayment of the tax deducted, 
In fact, he also had £15 of income from 
which tax of 8s. 9d. had been deducted, 
He did not produce this voucher, as it 
would have brought him within the rang 
of taxation. Tax saved—{4 2s. 10d.! The 
present system of “ marginal” relies 
probably sprang from the discovery of such 
tactics. 

Apparently the present high standan 
attained by the accountancy and legal pro. 
fessions was not much in evidence in thos 
days. The report complains of worthles 
attorneys and accountants employed by 
taxpayers to produce intricate balance 
sheets with the object of baffling the Com- 
missioners. 

An unconscious tribute to the intelligence 
of the Commissioners, and a grand example 
of natveté, is contained in this extract from 
a bill for professional services rendered: 


. « + preparing accounts agreeable to your 
instructions to enable you to evade the 
income tax payment—a laborious and intricate 
work. 


One assumes that this charge was debited 
in the accounts as a legitimate expense. 

The power which now resides in the 
Commissioners to require production of 
books is suggested in this review. It also 
recommends that the Commissioner 
should have power to administer the oath 
in solemn form in appropriate cases, time 
being given for the taxpayer to change his 
figures first. (What would be the attitude of 
the Revenue to-day to subsequent accounts 
in these circumstances?) Another interest: 
ing suggestion is that all tax returns should 
indicate the gross trading receipts—interest- 
ing in view of the large number of cases, 
even now, where gross receipts are no 
revealed by the taxpayer. 

The most interesting suggestion is on 
which is worthy of reconsideration at the 
present time. It is one which had apparently 
received wide consideration at’ the tim 
income tax was reintroduced. Briefly, t 
maintained the principle that precariow 
incomes should be taxed at a lower ralt 
than fixed and definite incomes. Thi 
was to be achieved by an ingenious y@ 
simple method. Precarious incomes wet 
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to be capitalised at a certain rate, the 
rate increasing with the risk involved. 
This notional capital would be assumed 
to produce income at the current rate 
for secure investments, for example, 3 

cent. Thus an income of £120 from 
a source rated at 12 per cent. would be 
capitalised at £1,000, producing £30 at 
gilt-edged rates. Tax would be payable on 


£30. 


The present-day accountant who from 
time to time calculates the value of the 
goodwill of a business will recognise the 
logic behind this method. It is beyond. 
argument that a large part of the income 
from speculative ventures must be put aside 
to meet capital losses, whereas gilt-edged 
investments (like salaries with a pension 
attached) do not have to support this 
burden. This proposal had strong support 


The Royal Commission on Taxation 


(page 306) and September (pages 346-7). 
held on November 22 and 23. 


Representatives of the Federation of British Industries, the Association of British Chambers 
of Commerce, and the National Union of Manufacturers appeared before the Royal Commission 
on Taxation of Profits and Income at the public hearing at Incorporated Accountants’ Hall on 
November 1 and 2, 1951. We give a report of this hearing below. 

Reports of other sittings of the Royal Commission appeared in ACCOUNTANCY for August 
We hope to report in our next issue the sessions 


Ir WAS EMPHASISED BY THE CHAIRMAN 
that complaints about the weight of 
tax could not result in recommenda- 
tions of immediate reductions unless 
other sources of revenue were found to 
make good the cuts. 


Excess Profits Tax 


Mr. Chambers, representing the F.B.I., 
said that an E.P.T. at the rates charged 
in 1939 to 1946 would be a bad tax, 
just as Profits Tax is a bad one, but 
there might be reason in a tax to collect 
fortuitous profits resulting solely as a 
result of rearmament as distinct from 
inflation. The chairman remarked on 
the difficulties’ of segregation. On this 
point Mr. Clemens (for the National 
Union of Manufacturers) said that to 
segregate profits between the export 
trade, home trade and rearmament 
would be impracticable. He added that 
E.P.T. could fall most heavily on 
businesses not making true excess 
profits. 


Capital Gains Tax 
On the question of a capital gains tax, 
Mr. Chambers pointed out that in a 
period of rising prices, increases were 
hot necessarily capital gains, but merely 
an increase in the money measure of the 
same capital. Other profits did emerge 


as true income. While a capital gains 
tax produced substantial revenue in the 
U.S.A. it was administratively unsatis- 
factory and accompanied there by 
generous allowances. 


Social Security Payments 


The chairman remarked. that em- 
ployers and employees alike had rejected 
the scheme for linking social security 
with tax reform. Mr. Chambers said it 
was unsound to mix allowances for the 
purpose of relieving particular. persons 
with income tax allowances intended 
to differentiate a tax burden between 
one taxpayer and another. 


Profits Tax 


He admitted that Profits Tax was 
desirable to check excessive distribution 
of dividends, but did not regard a 
higher tax on distributed profits as the 
best way to do it. Profits Tax was not 
deductible from dividends and there- 
fore fell wholly on reserves. If a bad tax 
could be made less bad, then the rate 
of Profits Tax on undistributed profits 
should be reduced before the rate on 
distributed profits. Some means was 
required to show in an account a profit 
related more accurately to true econo- 
mic profit, and a real attempt should be 
made to stop inflation, thus preventing 


from John Stuart Mill. The review closed 
this subject by declaring: 


the difference is so obvious and so important 
as abundantly to justify placing all such 
incomes in a separate category and taxing 
them at a lower rate of duty. 


It seems that in those days hazardous 
occupations were the subject of greater 
admiration than they are to-day. 


the appearance of excessive profits and 
apparently excessive dividends. 

Removal of the Profits Tax would 
not result in higher dividends if true 
profits were shown. The use of taxation 
as a measure of economic as well as 
fiscal policy was unsound and led to 
confusion in tax law. 


Replacement Costs and Stock 
Valuations 


If depreciation were allowed on replace- 
ment costs of assets, that would help to 
preserve the amount of real capital 
required to maintain the same volume 
of production. Any inflation in stock 
valuation was not a true profit and 
should be eliminated for both tax and 
dividend purposes. The same prin- 
ciples applied to debtors as such. 

An F.B.I. investigation suggested 
that real capital was being maintained 
only by raising more money on shares 
or loans and by allowing liquid reserves 
to run down. It was probable that 
physical reserves were hardly more than 
before the war. Mr. Chambers urged 
that an optional basis of stock valuation 
be allowed, but with no option on the 
taxpayer to change after making a 
decision. 

When inflation stopped, the absence 
of real savings would lead to financial 
stringency; industry would be unable 
to maintain its physical assets. Mr. 
Carrington mentioned the base-stock 
valuation method; Mr. Chambers 
thought it a sound method, but it could 
not be adopted by the taxpayer unless 
accepted for tax, or he would have no 
profits left to pay dividends at the 
change-over date. 


Incentives 


Mr. Chambers regarded the evidence 
as to the alleged disincentive effect of 
P.A.Y.E. as conflicting. There might 
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be a refusal to work overtime in some 
cases. Mr. Chambers suggested that it 
would be advantageous to abolish the 
whole system of allowances and have a 
system of rates of tax appropriate to 
different classes of taxpayer over large 
ranges of income so that there was, 
for these ranges, no difference between 
the marginal and flat rates (the “* mar- 
ginal rate” referred to being the rate 
on the top slice of salary or wage). 
Mr. Millard Tucker mentioned that 
a company had succeeded before the 
Special Commissioners in its claim to 
adopt the base-stock system, but he 
understood the case was being carried 
further, so they would see whether 
the Courts confirmed the decision of the 
Special Commissioners or not. That 
decision had been based on professional 
accountancy evidence to the effect that 
in some businesses it was equally proper 
in arriving at profit to adopt the base- 
stock method of valuation as it was to 
adopt a different system: since each 
method was accurate each must be in 
accordance with accountancy princi- 
ples, and therefore either must be 
allowed, whichever the taxpayer chose. 


New Businesses 


Rates of tax were now so steeply 
graduated that reserves could not be 
set aside from taxed profits; sur-tax 
prevented the build-up of capital by 
the small man. The F.B.I.. still 


favoured a change to the current-year 
basis of assessment; administrative 
difficulties should be overcome. Mr. 
Chambers favoured estimation by the 
taxpayer in the first instance, the 
Revenue having the right to challenge 
the estimate. Interest could be charged 
where estimates were low. 


Possessions outside the United 
Kingdom 

Despite the cost to the Exchequer, Mr. 
Chambers stressed the importance of 
taxing in the United Kingdom only 
such part of the profits earned outside 
as were remitted here—this was in the 
interests both of the incidence of tax 
and of Britain’s relations with other 
countries. Trades set up in certain 
other countries were better off than 
their opposite numbers here. 


Initial Allowances 
The Tucker Committee’s suggestion of 
differential allowances between indus- 
tries was unsound, said Mr. Chambers. 
Fixed capital was roughly unchanged 
but liquid resources had shrunk. With 
a stable rate of tax, initial allowances 
—being an interest-free loan—were of 
benefit, but he regarded them as bad, 
as they abetted a departure from the 
commercial measure of profit. 


Raising New Capital 
The raising of capital would be 


What is a ‘Controlling Interest”’ 
for Profits Tax? 


By JAMES ANTHONY HAMER, a.s.a.<. 


THERE HAS BEEN NO STATUTORY 
definition of the term “ controlling 
interest,” although it has appeared in a 
number of Finance Acts. It has, 
however, been considered in a number 
of cases. What is the judicial interpre- 
tation of the phrase? 

In the case of 7. Bibby and Sons, Lid. v. 
Commissioners of Inland Revenue (1945, 
29 T.C. 167), the issued share capital 
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carrying voting rights consisted of 
500,000 Ordinary shares. Of these, 
209,332 were held beneficially by 
directors. In addition, some of the 
directors also held a further 57,500 
Ordinary shares as trustees under a 
marriage settlement. The shares under 
the settlement were divisible among 
the trustees if the beneficiaries died 
without issue. Clearly the company 


difficult for years if inflation ended: 
even more so if profits fell. As a matter 
of principle it was wrong that taxation 
should force companies into certain 
lines of action, e.g. raising debentures 
and notes, which small companies 
might find difficult. 


Productivity and the Basis of 
Taxation 


Mr. Frank Bower, on behalf of the 
Association of British Chambers of 
Commerce, said the general aim was to 
find a theme for alterations in taxation; 
they believed the answer lay in produc- 
tivity. Redistribution of income had 
come to stay, but there must be clear 
distinction between the business and 
its owner; the business should not have 
to pay owner’s taxes. Profits Tax fell 
on the owners of equities in companies. 
Taxes on inflationary profits should fall 
on the main body of taxpayers, not on 
a special body. They regarded the 
linking of social security payments with 
tax as a political suggestion and did not 
favour it. 


Businesses to-day were taxed on the 
basis of comparing receipts in to-day’s 
£ with certain expenses measured in 
yesterday’s £; there should be a 
correction. There should be allowed a 
reserve to enable a company to replace 
its assets. 


would not have been deemed to be 
director-controlled if the 57,500 shares 
held by them as trustees were excluded. 

Lord Russell of Killowen said, 
however: 

When the Section [Section 9, Finance 

Act (No. 2), 1939] speaks of having a 
controlling interest in a company, what 
it is immediately concerned with in using 
the words “ controlling interest ’’ is not 
the extent to which the individuals are 
beneficially interested in the profits of the 
company . . . but the extent to which 
they have vested in them the power of 
controlling by votes the decisions which 
will bind the company in the shape of 
resolutions passed by the shareholders in 
general meeting. 

It was held by the House of Lords 
that the 57,500 shares held by the 
directors as trustees under the marriage 
settlement must be taken into account 
for the purpose of determining whether 
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the company was “ director-controlled.” 

In john Shields & Co. (Perth), Ltd. 
y. CLR. (1950, T.R. 151), the issued 
capital consisted of 50,000 £1 shares, of 
which 34,000 were held by A at the 
date of his death. After that date 32,000 
of these shares were held by his widow 
and three others as trustees under his 
will. The trustees, who were’authorised 
by the Articles of Association to appoint 
a governing director, appointed one of 
their number to act in that office. He 
had all the powers of a board of 
directors, including the power to compel 
the transfer of shares from one person 
to another. The trustees did not, 
however, confer upon the governing 
director the voting rights attaching to 
their joint holding. 

The Commissioners of Inland 
Revenue contended that since the 
trustees had not transferred their voting 
rights, they must of necessity be held 
by the first person named in the register 
of members, namely, the widow, and 
since she was not a director, the 
company could not be director-con- 
trolled. —The company contended that 
as there was a governing director who 
had control of the company, it must in 
fact be director-controlled. 

The Court of Session held that the 
company was not director-controlled. 

Another recent case concerning 
executors and trustees is Joseph Appleby, 
Ltd. v. C.ILR.. In this case the issued 
capital consisted of 11,000 shares, of 
which 5,476 were held by the directors. 
A further 5,473 shares were held by X 
who died in 1937, and 51 shares were 
held by another shareholder. By his 
will X appointed two executors, one of 
whom was a director. Probate was 
duly registered with the company by 
the executors, but they were not 
registered as the holders of the shares 
and had no beneficial interest in the 
shares. Table A of the Companies 
Act, 1908, as amended by the com- 
pany’s Articles of Association, provided 
that “A n becoming entitled to a 
share by reason of the death or bank- 
ruptcy of the holder shall be entitled to 
the same dividends and other advan- 
tages to which he would be entitled if 
he were the registered holder of a 
share. . . .” The company contended 
that it was director-controlled. 

It was held that as a result of the 
powers granted by the articles, the 
executors were enabled to exercise the 


voting rights attaching to the shares 
they held as trustees, and the company 
was accordingly not director-controlled. 

In Glasgow Expanded Metal Co. v. 
C.LR. (1923, 12 T.C. 573) the issued 
share capital carrying the voting rights 
consisted of 7,600 shares, of which 4,300 
were held by the directors. It was 
contended by the company that it was 
not “ director-controlled,” because 
certain of the directors were employees. 
The Lord President said: 

The only interpretation which can be 
given to that expression (i.e. controlling 
interest) is by reference to the power 
which the number of shares held by the 
directors gives them to control . . . its 
affairs at a general meeting. 


It was held that the company: was 
director-controlled. 

In the case of B. W. Noble, Lid. v. 
C.LR. (1926, 12 T.C. 911) the chairman 
and managing director held half the 
Ordinary capital and had as chairman 
a casting vote. Rowlett, J., said: 

It seems to me that controlling interest 
is a phrase which has a certain well-known 
meaning; it means the man whose share- 
holding in the company is such that he 
is the shareholder who is more powerful 
than all other shareholders put together 
in general meeting. 

It was held that the company was 
director-controlled. 

When considering B. W. Noble, Lid. 
it is necessary also to examine C.L.R. v. 
Monnick, Lid. (1949, 29 T.C. 379) asa 
contrast, and further to note the position 
of a person who is a manager or con- 
cerned in the management and holding 
20 per cent. of the “ Ordinary” share 
capital. (Para. 13 (b) of the Fourth 
Schedule, Finance Act, 1937; see also 
Section 22 (c) of the Finance (No. 2) 
Act, 1939.) 

In C.I.R. v. Monnick, Lid. the share 
capital was held in equal shares by four 
persons, A, B, C and D, of whom A only 
was a director. -A fifth person was a 
director of the company but held no 


shares. Although B was not a director 


he was the manager and since he held 
more than 20 per cent. of the “Ordinary 
share capital” was deemed to be a 
director. The company’s articles 
authorised the directors to delegate 
their powers to such a member or 
members of their body as they thought 
fit. By a resolution they appointed A, 
who was thus in a position to appoint 
himself chairman and in that capacity 


would have held a casting vote at 
general meetings. No chairman of 
directors was ever appointed however, 
and C, who was only a shareholder, 
was appointed chairman at general 
meetings. Thus C and D held control 
at these meetings. 

Croom-Johnson, J., said: 

For the purposes of this case there were 
only two persons who must be regarded 
as directors, one of whom was a director 
. . . and the other who was a manager 
but must be taken to be a director. 

It was held that the company was not 
director-controlled. 

In the recent case of Silverts, Lid. v. 
C.LR. (1951, T.R. 31) it was held by 
the Court of Appeal that the company 
was not director-controlled. The facts 
were as follows. The share capital 
consisted of 6,000 “A,” 6,000 “B” 
and 2,000 “‘C” shares. All the “A” 
shares were held by the bank as 
custodian trustee. All the “ B” shares 
were held by a director, and there were 
two managing trustees who were also 
directors. It was contended by the 
C.I.R. that the bank, acting as cus- 
todian trustee, had to comply with the 
wishes and directions of the two 
managing trustees and consequently 
the company was director-controlled. 
The company contended that the 
bank was not bound to comply with all 
the directions given by the managing 
trustees, and further, that it was not 
permissible to enquire into the interests 
in the shares, apart from that disclosed 
in the Register of Members, which 
showed the “ A” shares as being held 
by the bank. 


The Master of the Rolls said: 

A question of rights of members 
vis-a-vis the corporation... is to be 
determined by reference, and by reference 
only, to the Share Register. 

It was considered that the manner 
in which the bank exercised its control 
over the shares was irrelevant. In 
deciding that the company was not 
director-controlled, the Court followed 
the rule laid down in 7. Bibby and Sons 
v. C.LR. 

It must not be overlooked that for 
profits tax, a company may be deemed 


to be “director-controlled” even 
though such control is not exercised 
directly. 


In the case British-American Tobacco 
Co., Lid. v. CIR. (1942, 29 T.C. 49) the 
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appellant company had an interest in a 
number of other companies abroad. In 
some of the companies the company had 
direct control; in others the control was 
exercised through the medium and in 
conjunction with companies in which 
it held direct control. Itwas held that if 
X, Ltd., held a quarter of the shares in A, 


Ltd., the other three-quarters being held 
by B, Ltd., and further, if X, Ltd., held 
the control of B, Ltd., then X, Ltd., 
would be deemed to have control of 
A, Ltd. 

These various cases seem to indicate 
clearly that “controlling interest ” 
cannot be confined solely to beneficial 


Taxation Notes 


Error or Mistake 


THE NOTE UNDER THIS TITLE ON PAGE 
422 of our November issue has point 
added to it by the following extract 
from The First Supplement to the Eleventh 
Edition of Dymond’s Death Duties, recently 
published: 


The Section [Section 35 of the Finance 
Act, 1951] does not further elucidate the 
meaning of the words “ a view of the law 
which at the time was generally received 
or adopted in practice ’’; it is understood 
the official view is that they mean, in 
relation to revenue law, a view which was 
adopted by the Revenue as a general rule 
governing the practice in like cases, and 
in relation to non-revenue law, a view of 
the law laid down by judicial decision or 
generally supported in the text-books. It 
seems that (unless the assessment and 
payment of duty were provisional, or 
subject to reopening, or preliminary to 
an appeal under the Finance Act, 1894, 
Section 10, or the whole of the assessed 
duty has not been paid) claims for 
additional duty or repayment of duty on 
the ground that there was a mistake of 
law will not normally be admissible, even 
if liability was disputed or the duty paid 
under protest. Payment of duty on an 
Inland Revenue affidavit, as distinct 
from an account, is always provisional 
until examination has been completed. 
If duty is being paid by instalments, 
discovery of a mistake of law before the 
final instalment is paid is thought to 
permit the reopening of the whole 
matter. ; 


The Official View 


We often see and hear the term “ the 
. Official view ”; it is used in the extract 
from Dymond’s Supplement in the pre- 
ceding note. What does the term 
mean? “ Official,” used as an adjec- 
tive, is stated by Cassell’s New English 
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Dictionary to mean “ of or pertaining 
to an office or public duty;... 
derived from or executed under proper 
authority; duly authorised; charac- 
teristic of persons in office”; while 
*‘ view ” is said to mean (so far as is 
relevant): “an intellectual or mental 
survey; the manner or mode of looking 
at things, considering a matter, etc.; 
judgment, opinion, theory. . . .” The 
** official view,” therefore, is no more 
than the opinion of certain persons in 
office, in this instance the Revenue 
authorities, meaning the Board of 
Inland Revenue. 

Inspectors of Taxes have to quote 
the official view, but taxpayers and 
their advisers need not accept it unless 
they agree in the view. The official 
view is quite often proved wrong, as the 
number of decisions by the Courts 
in favour of taxpayers shows. 

On the other hand, of course, the 
official view is often upheld by the 
Courts as the correct interpretation. 
Let accountants remember, however, 
that their own view, if founded on 
sound interpretation of the facts and 
the law, may be the correct one. It is 
their duty to be satisfied that the 
official view is correct before they 
change their own. 

Particularly should those at the start 
of their careers appreciate that the tax 
code is only workable because the 
accountancy profession is trusted by 
both Revenue and taxpayer, and is 
expected not to give in to efther against 
his own considered judgment. 

Another aspect of the question is 
presented by the term “ official prac- 
tice.” In general, it might be happier 
if that phrase was always used in 
preference to the other. The only 


interests. The question would appear 
to be: ‘* Have the directors control by 
means of their voting powers so that 
they can outweigh all opposition?” 
The fact that the directors may hold 
some shares as trustees, and may have 
no beneficial interest in these shares, js 
immaterial. q 


comment we have here is that it js 
desirable that the official practice 
should be consistent throughout the 
country. The Revenue Department 
do their best to ensure that it is; this is 
no doubt one of the reasons for moving 
officials about. Accountants can help 
by exchange of experiences, for which 
our columns offer a convenient oppor- 
tunity. 
Loss of Development Value and 
Quick Succession Relief 


Again (with acknowledgment to 
Dymond’s Supplement) we quote an official 
view! Where quick succession relief is 
claimed because of the passing of land a 
second time within five years, if the first 
death was before July 1, 1948, and the 
second death on or after that date, the 
official view is that the anticipated pay- 
ment (on the second death) for loss of 
development value under Section 58 
of the Town and Country Planning 
Act, 1947, or Section 55 of the Town 
and Country Planning (Scotland) Act, 
1947, is not “‘ the same property or any 
part thereof” as applied by Section 15 
of the Finance Act, 1914. Quick 
succession relief is therefore limited to 
the market value of the land at the 
second death as reduced by the 1947 
Acts mentioned. Any charge to which 
the property is subject on the second 
death may be apportioned, for the 
purpose of the allowance, between the 
land and the anticipated payment. 


The Income Tax Bill 


The Bill consolidating the existing 
Income Tax Acts has now been 
introduced in the House of Lords. It 
is a pure consolidation Bill and is not 
intended to amend the law in any 
respect. Except for the inclusion of the 
provisions of the Finance Act, 1951, 
which add three clauses, there appears 
to be little departure from the draft 
Bill which has already been reviewed 
in these columns (AccounTANCY, May: 
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1951, pages 182-3). The new,.clauses 
are 445—Building Societies (Section 
»g, Finance Act, 1951); 468—Restric- 
ion of certain transactions leading to 
avoidance of income tax or profits tax 
(Section 36, ibid); and 469—Sales, 
etc., between associated persons (Sec- 
tion 37, ibid). In Clause 205 (4), the 
sections of the Guardianship and 
Maintenance of Infants Act, 1951, 
regarding small maintenance payments 
are included. 

Marginal references to the enact- 
ments reproduced in the Bill are very 
important to enable the new clauses to 
be traced in the official Acts, but it will 


be necessary to turn to the draft Bill 
for the Table of Comparison showing 
where the enactments to be repealed 
are dealt with in the Bill. 

We hope that this Bill will go through 
quickly; no question of party politics is 
involved. 


Emigration of Companies and 
Relations with Overseas 
Subsidiaries 
A Lecture on Section 36 of the 
Finance Act, 1951, was given by Mr. 
Frank Bower, C.B.E., M.A., at a meeting 
of the Incorporated Accountants’ 
London and District Society held at 


Recent Tax Cases 


INCOME TAX 


Solicitors —Entertainment expenses—Advice given 
to clients at lunches—Whether cost of lunches 
deductible— Whether any part of cost disallow- 
able—Income Tax Act, 1918, Schedule D, Cases 
land IT, Rule 3 (a)—Section 149 (1) (d). 


Bentleys, Stokes & Lowless v. 
Beeson (Ch., July 27, 1951, T.R. 281) was 
one of those cases where the present level of 
taxation causes minor but long-standing 
grievances of the taxpayer to be brought 
before the Courts. The question of the 
entertainment expenses of professional men 
isone that has continually arisen. There is, 
it must be admitted, a strong case to be 
made out on general principles for the 
attitude hitherto adopted by the most 
important bodies of appellate Commis- 
sioners. Professional men are not allowed 
to advertise; and the point at which enter- 
tainment becomes advertising is funda- 
mentally a question of motive or intention. 
Income tax, however, is not levied on a 
profession generally but on the profits of 
the particular “* profession,” being part of 
that profession as a whole, which is the 
subject of assessment. This fact, of which a 
good illustration is to be found in Section 33 
of the Finance Act of 1926, regarding the 
carrying-forward of losses, has always been 
the Achilles’ heel of a general and uniform 
Practice. The case of each “ profession”? the 
subject of a separate assessment has in law 
to be dealt with in the light of its particular 
facts; and a general principle may or may 
not be applicable. 


By W. B. COWCHER, 0.8.£., B.uiTT., Barrister-at-Law 


In the present case, a firm of solicitors 
claimed to deduct the sum of £539 in 
arriving at the firm’s profits for the year 
ended December 31, 1948, being the total 
sum claimed to have been expended in that 
year in the entertainment at lunch of 
existing clients during the actual course of 
business but including the cost of the 
partners’ own lunches. Whilst no charge 
could obviously be made by the firm against 
clients for the cost of their lunches, evidence 
was given that professional advice given at 
lunch was charged for in the ordinary way. 
Evidence was given by an under-secretary 
of the Law Society to the effect that the 
Professional Purposes Committee had 
recently considered the question and had 
concluded that the entertainment of existing 
clients, whether with a view to retaining 
them as clients or to obtaining new business, 
was not unprofessional; but this evidence, 
although undoubtedly useful, was, the 
present writer submits, of limited relevance 
in that the question before the Com- 
missioners was not as to the solicitor 
profession, generally, but the particular 
business of the appellant firm. The Special 
Commissioners, characteristically stating 
the facts of the case with scrupulous fairness 
and fullness, had decided: 

We cannot come to the conclusion that the 
moneys expended on entertainment were 
expended solely for the purposes of the pro- 
fession, and were entirely divorced from the 
element of hospitality and the relationship of 
host and guest. 

Having taken this view, they held that the 
sum claimed was not money wholly and 


Incorporated Accountants’ Hall on 
November 12. 

We hope in a later issue to publish in 
full this informative lecture and the 
discussion which followed. 


Incidence of Taxation on Private 
Businesses 
It is regretted that an error occurred in the 
illustration on page 420 of our November 
issue. The net relevant distribution should be 


7;200 < 
——— X 5,000 = £4,500. e N.D.R. is 
£5 L4 The N.D.R 


therefore £2,700 at 40 per cent. = £1,080. 
The resulting decrease of £200 in the 
Profits Tax will make a small difference to 
the remaining figures. 


exclusively laid out or expended for the 
purposes of the profession and was, there- 
fore, inadmissible under Rule 3 (a) to 
Cases I and II of Schedule D. 

One point, not included in the argument 
for the Crown, was the cost of the partners’ 
own lunches. Roxburgh, J., holding that 
the Special Commissioners’ decision could 
not be upheld in view of their own findings 
of fact, also held that this cost could also be 
deducted, saying: 

I, therefore, accept the submission that this 
is really a single transaction in which the 
partner’s lunch is an essential ingredient. 
This last finding would seem to be open 

to doubt as a generalisation. In this case, 
many of one partner’s lunches were at his 
social club and where in the case of, say, 
a teetotal client, the cost would be merely 
double—lunches being charged separately— 
the partner’s normal expenditure, it is 
difficult to see why the whole should be 
charged as a business expense. 

The decision on the main issue was in 
accordance with the current legal opinion; 
but, up till now, it has been a question who 
would be prepared to take the matter to 
the High Court. 


Trade—Licensed house—Part occupied as living 
accommodation—Increase of rates consequent on 
increased sales—Whether deduction for rates in 
computing profits of trade limited to two-thirds of 
total rates paid—Income Tax Act, 1918, 
Schedule D, Cases I and II, Rules 3 (a), (6), (c). 


Wildbore v. Luker (Ch., July 25, 
1951, T.R. 277) was one of those cases 
which are so elementary in character as to 
make one wonder how they came into 
being. Appellant was the tenant of a 
public house at a rent of £120 per annum. 
He paid rates in addition: these, prior to 
March, 1947, were calculated on a rateable 
value of £72 for the whole property. The 
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rateable value was then increased to £155. 
For the accounting period to July, 1948, 
£162 was paid in rates and, relying on 
Rule 3 (c)—which deals with rent and not 
with rates—the Inspector refused to allow 
as a deduction in computing the profits more 
than £108, i.e. two-thirds of £162; and the 
General Commissioners upheld him on 
appeal. Roxburgh, J., held that the limiting 
provisions of Rule 3 (c), even if they applied, 
did not prevent the taxpayer from bringing 
evidence that the two-thirds limit should be 
exceeded. The question was one of fact 
based on evidence. He therefore referred 
the case back for the Commissioners to start 
afresh. 


PROFITS TAX 


Profits Tax—Distribution charge—Company resi- 
dent in United Kingdom—Whether ordinarily 
resident abroad—Whether exemption from dis- 
tribution charge only applies to persons non- 
resident in United Kingdom—Income Tax Act, 
1918, Cases I and II, Rule 12—Finance Act, 
1937, Sections 19, 20—Finance Act, 1946, 
Section 44—Finance Act, 1947, Sections 30, 31, 39- 


Union Corporation, Ltd. v. C.I.R., 
Johannesburg Consolidated Invest- 
ment Co., Ltd. v. C.I.R., Trinidad 
Leaseholds, Ltd. v. C.I.R. (Ch., July 2, 
1951, T.R. 271) all raised the same point 
and were heard together. By Section 39 
(1) of the Finance Act, 1947, in the case 
of persons ‘‘ ordinarily resident outside the 
United Kingdom throughout a chargeable 
accounting period ”’ they are to be dealt 
with as if no net relevant distribution had 
been made. In sub-Section (2) of the same 
section the test of the relief there given is 
different, the primary condition being that 
one body corporate, a subsidiary, is “* ordi- 
narily resident in the United Kingdom,” 
whilst the principal company is “ not 
ordinarily resident in the United Kingdom.”’ 
In the cases under consideration two points 
were raised, first, whether on the admissions 
that appellants were ordinarily resident in 
the United Kingdom they were excluded 
from the benefit of sub-Section (1) upon the 
grounds that it only applied where there 
was no residence in the United Kingdom 
and, secondly, whether, if that was not the 
position, the facts showed that the appellants 
had a second residence outside the United 
Kingdom. The Special Commissioners had 
held that, save in special circumstances 
which admittedly did not exist, a corporate 
body could have no second residence for 
fiscal purposes, and held that whilst 
Section 39 (1) applied to any company 
ordinarily resident both outside and inside 
the United Kingdom, none of the appellant 


companies was ordinarily résident otherwise 
than in the United Kingdom and so all the 
claims failed. 

Harman, J., held upon the first point, one 
of construction, that, despite a forcible 
argument based on the differences of 
wording: 

It is, however, to be observed that “ not 
resident in” in sub-Section (2) (4) is used as the 
opposite to “resident in” in sub-Section (2) (a) 
and that the latter must mean “‘fesident in 
and nowhere else,” so that “‘ resident outside ” 
in sub-Section 1 should be opposite to that, 
namely, resident outside and nowhere else. 
The Special Commissioners’ finding on 

the subject of double residence had been a 
finding of law; but the judge held, on a 
review of the legal position as set out in the 
monumental judgment of Lord Sumner in 
Todd v. The Egyptian Delta Land and Invest- 
ment Co., Lid. (1926-8, 14 T.C. 138), that in 
the case of a company the question of 
residence was one of fact, and, but for his 
conclusion on the construction point, he 
would have held that the positions of the 
two South African cases were widely 
different from that of the Trinidad case, 
where there appeared to be active control 
by the United Kingdom board. The cases 
will, no doubt, go further. : 


. ~ ESTATE DUTY 


Marriage Settlement—Annuity payable to wife 
out of trust income during lifetime of husband— 
Life rent interest in whole income to wife after 
his death—Whether whole trust fund passing 
at death or deduction allowable for sum required 
to produce annuity—Customs and Inland Revenue 
Act, 1881, Section 28 (2) (c)—Customs and 
Inland Revenue Act, 1889, Section IJ—Finance 
Act, 1894, Sections 1, 2(1) (c). 


Lord Advocate v. Angus Trustees 
(Court of Session (Outer House), July 24, 
1951, T.R. 297) was one of the many 
Estate Duty cases which are apt to make 
the student of taxation economics wonder 
whether it would not be a good thing to 
scrap the Act of 1894 and build a new 
system of inheritance taxation upon founda- 
tions more in accord with modern ideas. 
In an ante-nuptial marriage contract 
entered into in 1928 between the deceased 
and the trustees, two policies of assur- 
ance on the life of the deceased and stocks 
and shares to the value of £30,000 were 
assigned to the trustees. Out of the income 
of the trust, the respondent was to be paid 
during the life of the deceased a yearly 
sum which, after deductions of tax at the 
standard rate for the time being, would 
leave £400 clear. Upon the death of the 
deceased, the respondent was to have the 
whole income of the trust fund for life. 


If the respondent after the death of 4, 
deceased, who died in February 1949, cop, 
tracted a second marriage, which she did 
in 1950, her life rent was to be restricted y 
one half of the income arising from 4 
trust funds. For the Crown, it was om, 
tended that the whole of the trust figj 
passed on the death, and was, therefor 
liable to duty, whilst for respondent it yg 
argued that there should be a deductig 
from the total value of the trust fund of; 
* slice ”” representing the said £400 annuity 
In other words, it was claimed that ty 
benefit under the deed arising to the mm. 
pondent as the result of the death was t 
difference between the total net incom 
of the trust fund and the annuity and thy 
the claim to Estate Duty should be adjusted 
accordingly. 

The £400 annuity had been a charge 
the whole of the trust fund and no “ slice” 
had been set apart and dedicated to is 
provision. Following two House of Lords 
decisions, Earl Cowley v..C.I.R. (1899, AC. 
198) and a case very similar to the preseat 
one, De Trafford’s Trustees v. A.G. (19%, 
A.C. 280), Lord Blades held that on th 
death the annuity charged on the tru 
fund ceased and the whole of the ful 
“* passed ”’ within the meaning of Section: 
of the Finance Act, 1894. In the circum. 
stances, his lordship did not have to co 
sider an alternate claim by the Crown tha 
even if the property did not pass so as to 
attract duty under Section 1 it must k 
deemed to have passed within Section : 
(1) (c) of the 1894 Act. In cases where the 
annuity has absorbed almost the whole d 
the trust income a person in the position 
of the respondent may find that the onl 
** benefit ” accruing by reason of the death 
is a reduction in the amount of the annuity. 


Estate duty—Life assurance policy on life ¢ 
deceased—Settlement on eve of marnage 
Inclusion of policy in settlement—Covenant b 
deceased to pay premiums—Alteration of terms f 
settlement by private Act of Parliament—Re 
settlement—Subsequent deed of appointment wher 
by policy and a certain property held in trust fu 
plaintiff absolutely—Premiums thereafter paid y 
plaintiff—Death of assured more than five yea 
later—Whether policy kept up by deceased fu 
benefit of plaintiff as donee—Whether a 
beneficial interest accrued or arose on deceastt' 
death—Customs and Inland Revenue Act, 18 
Section 38—Customs and Inland Revenue Sé, 
1889, Section 11—Finance Act, 1894, Secu 
2 (1) (c), 2 (1) (d), 13, 15—Finance (1909-1) 
Act, 1910, Section 59 (2)—Finance Act, 19% 
Section 30. 

D’Avigdor-Goldsmid v. C.1.R. (C4 
July 16, 1951, T.R. 249) was noted in of 
issue of March, 1951 (page 112). T 
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plaintiff ’s father, Sir Osmond Elim D’Avig- 
dor-Goldsmid, had died in April, 1940. 
in May, 1904, he had taken out a life 
policy for £30,000 with profits; on his 
death this was valued at £48,765. The 
yarly premium was £695. In October, 
1907, he had married and on the previous 
day had made a marriage settlement which 
included the policy. The policy moneys 
when received by the trustees were to be 
dealt with in accordance with the terms of 
the settlement and deceased was to pay the 
annual premiums. Under the settlement he 
had a protected life interest which-need not 
be particularised. In 1928, by the Goldsmid 
Estate Act, 1928, the terms of the settlement 
were revised and, consequent on the Act, 
there was in 1930 a disentailing deed and a 
resettlement. In 1934, by a deed of 
appointment, freehold property in Wood 
Street in the City of London and the policy 
of assurance were to be held by the deceased 
and by the trustees respectively in trust for 
the plaintiff absolutely and the deceased 
was to be relieved from his covenant to pay 
the premiums on the latter. Of the thirty- 
seven premiums paid, thirty-one had been 
paid by the deceased and six by the plaintiff. 

Upon the question whether the policy had 
been kept up by the deceased for the benefit 
of the plaintiff as donee, Vaisey, J., had held 
that the word ‘* donee ”’ was not applicable 
to a series of donees and signified the 
ultimate beneficiary. He also held that on 


the facts the deceased could not be con- 
sidered to have kept up the policy for the 
benefit of the plaintiff and that the claim 
to duty under Section 2 (1) (c) of the 1894 
Act failed. As to the claim under Section 
2 (1) (d), the plaintiff having been sole and 
absolute owner for more than five years at 
the date of death the case was covered by 
the decision of the Court of Session in 
Lord Advocate v. Hamilton’s Trustees (1942, 
S.C. 426, 21 A.T.C. 253) and that claim 
also failed. 

The Court of Appeal unanimously 
reversed his decision as regards Section 
2 (1) (d), the Master of the Rolls giving the 
judgment of the Court. It is an exhaustive 
review of the subject which cannot be 
adequately dealt with here. The conclusions 
reached were that the Crown’s claim to 
duty failed under Section 2 (1) (c) but 
succeeded under Section 2 (1) (d) and that 
the policy moneys were aggregable. As to 
the reduction of liability under Section 30 
of Finance Act, 1939, by reference to the 
fraction of the full value to be regarded as 
having been provided other than by the 
deceased, the matter was, in default of 
agreement, to be the subject of an enquiry 
in the Chancery Division. 

In the course of the case reference had 
been made to a statement in Green’s Death 
Duties that it was not the official practice to 
claim duty in the case of a fully-paid policy 
given by the deceased more than five years 


The Student’s Tax Columns 


before his death to a donee absolutely. 
Counsel for the Crown admitted that his 
argument involved the conclusion that duty 
would, in law, be exigible even in those 
circumstances: but the Court withheld its 
views upon the point. As the Hamilton’s 
Trustees decision will still govern Scottish 
practice and leave to appeal to the Lords 
was given, the case may go further and it 
would seem to be desirable that it should, 
even at the expense of the Revenue. 


Tax Case—Advance 
Note 


By H. MAJOR ALLEN, 
Barrister-at-Law 


. House or Lorps 

Nash v. Tamplin and Sons Brewery, 
(Brighton), Ltd. 
Davies v. Webbs (Aberbeeg), Ltd. 
July 17, 18, 19 and 24, and October 25. 

The facts in these cases and the decisions 
of the Court of Appeal were reported in 
Accountancy for September, 1950, at 
page 327. 

The House of Lords affirmed the decisions 
of the Court of Appeal, and dismissed the 
Crown’s appeals. 


LOSSES—IV 


Loss RELIEF UNDER THE ‘“‘ CARRY-FORWARD” RULES AS 
AFFECTED BY CAPITAL ALLOWANCES 


OWING TO THE WORDING OF THE INcomME Tax Acts, 
capital allowances have to be deducted in preference to 
losses, As there is no time limit for carrying forward capital 
allowances, whereas there is one for losses, this would be 
unfair, were it not for Section 19 of the Finance Act, 1932. 
This Section provides that where relief for any part of a loss 
carried forward under Section 33, Finance Act, 1926, 
cannot be given within the six years time limit, owing to 
the capital allowances having had to be deducted first, 
that part of the loss shall be available for carry-forward, 
without time limit, to be set against future assessments 
until used up. 

Losses under Section 19 of the Finance Act, 1928 (i.e. 
a result of General Rule 21 Assessments) are included, 


but not those under Section 29 of the Finance Act, 1927 
(business transferred to company for shares). 

All capital allowances are included as a result of Section 
55 of the Income Tax Act, 1945. 

The following example shows the working of the Section. 


Illustration: The adjusted profits and losses of a business for 
years ended December 31 were as follows: 

1946 Profit £4,100; 1947 loss £8,200; 1948 profit £2,000; 
1949 profit £2,500; 1950 loss £1,700; 1951 profit £1,500; 
1952 profit £1,800; 1953 profit £1,900; 1954 profit £2,400; 
1955 profit £2,750. 

The owner had no other income and made a Section 34 (1918) 
claim in 1947-48. 
Capital allowances were agreed at: 

1947-48 £930; 1948-49 £910; 1949-50 £890; 1950-51 £850; 
1951-52 £820; 1952-53 £770; 1953-54 £720; 1954-55 £920; 
1955-56 £880; 1956-57 £850. 
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Profit (P) or 
Loss (L) for 
year ended Year Gross Capital Net 
December 31 Allowances 
£ 


Losses carried forward Losses ‘‘ousted”’ 


Allow- by Capital carry 
ances Amount Last year Allowances | forward 
carried available therefore S. 19 
forward potentially 
available 
under 


S. 19 (1932) 
£ 


1946 P 4,100 


1947 L 8,200 


1948 P 2,000 


1949 P 2,500 1950-51 2,500 850 


3,180 


1950 L 1,700 


1951-52 nil 


3,180 + 1,700* 


*1956-57 _— 


195! P 1,500 


1952-53 


1,500 


770 + 820 


go 3,180 + 1,700 


1952 P 1,800 


1953-54 


1,800 


720 + go 


2,190 + 1,700 


1953 P 1,900 |} 1954-55 | 1,900 920 


1954 P 2,400 || 1955-56 


—L 720 
800 
—S.19 800 


— nil 


1,390 


1,900 
1,390 


1955 P 2,750 || 1956-57 | 2,750 850 


S. 19 


£510 


It will be seen that of the loss of £8,200, £3,170 was used in 
1947-48 under Section 34, leaving £5,030 to go forward. In 
1948-49, the assessment was nil, leaving £910 capital allowances 
to be carried forward and added to those of 1949-50, making a 
total of £1,800 capital allowances in that year, which prevented 
an equivalent amount of loss being set-off. Only £200 loss was in 
fact set-off, so the £1,800 becomes potentially available at the end 
of the six years. 


Similarly, in succeeding years, capital allowances are “ carried 
out” to the “‘ potentially available ’” column, which by 1953-54 
has amounted to £4,960. 
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The amount of the original loss at that date unrelieved, how 
ever, is £2,190, so it is £2,190 that goes forward under Section 19 
of the Finance Act, 1932. But £1,700 of the “ potentially avai 
able” column has “ ousted”? the £1,700 loss, so that amount 
remains in the column. The rest of the “‘ potentially available” 
amount has not affected loss relief at all. 

In 1954-55, the assessment is arrived at in the usual way, i 
by deduction of the capital allowances of the year and the los 
within the preceding six years, which leaves only £720 of tha! 
loss unrelieved. This £720 is used up in 1955-56, then th 
Section 19 (1932) loss is used. The rest of the adjustments 
be reasonably obvious. 
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Letters to the Editor 


Standardised Accounting 


Sirn,—The following appears among the 
Professional Notes in the November issue 
of ACCOUNTANCY (page 402): 

NATIONALISED STEEL ACCOUNTING 

.. . The Corporation has handed to 
the companies a standard form of 
accounts and a manual setting out the 
standard accounting procedure. 

It remains to be seen how the reversion 
of the industry to private enterprise will 
afiect this standardisation of accounting 
dates and methods, which, though a 
technical improvement and economical in 
the long run, is costly in time and man- 
power in the initial stages. 

Quite frankly, the attitude which I read 
into the above disappoints me very much; 
furthermore, in my opinion, the comment, 
although accurate, “‘ misses the point.” 

The whole point of standardised account- 
ing is that it makes it possible—and it is the 
only way in which it is possible—for the 
financial executive to submit to his manage- 
ment colleagues data which should be 
submitted to them, and the consideration 
of which is essential to the efficient running 
of the business. 

Yours faithfully, 

W. F. Epwarps, A.S.A.A. 
(Director and Treasurer, 
General Motors, Lid.) 

London, S.W.1, 

November 15, 1951- 

[For reasons of space our Professional Note 
was somewhat condensed and confined to a 
factual statement. We did not intend the 
reference to the long-run advantages and 
short-run costs of standardisation to indicate 
any attitude of ours on the general question of 
its desirability. We are in complete agreement 
with our correspondent on the value of 
standardised accounting for management pur- 
poses. However, the extent to which standardi- 
sation of accounting dates and methods will be 
necessary for these purposes in the iron and 
steel industry would seem to depend upon the 
sie and nature of the managerial units in the 
industry after the proposed reversion to private 
enterprise.—Editor, ACCOUNTANCY. ] 


Suspension of Initial Allowances 


Sir,—I shall be glad of the views of your 
taxation expert and of any of your readers 
09 Section 20 of the Finance Act, 1951, 
which states that no initial allowance shall 
be given in respect of any expenditure 
incurred on or after April 6, 1952. What is 
the definition of ‘‘ expenditure incurred ”’? 
For instance, what expenditure has been 
incurred in the following cases? 


(a) Partially completed factory buildings. 
Value of work done, say, £50,000, 
but amount actually certified and 
paid £30,000. 

(6) Plant and machinery delivered on 
April 4, 1952, but not invoiced until 
April 10, 1952. , 

(c) Plant and machinery delivered and 
invoiced on April 4, 1952, but not paid 
until the monthly settlement day, 
April 30, 1952. 

Your help in this matter will be appre- 

ciated. 
Yours faithfully, 
F, W. Moran, A.S.A.A. 

Manchester, 

November 2, 1951. 


[Our Taxation Correspondent replies: By 
Section 64 (2) the date on which expenditure is 
incurred is to be taken as the date when the 
sums in question become payable. In the cases 
mentioned, therefore, the amount would be as 
follows: 

(a) £30,000, since that is the sum payable. 

(6) It would be a question of fact as to when 
the sum in question became payable. 
Prima facie, this would be the date of the 
invoice, but that is not necessarily con- 
clusive. 

(c) Prima facie, April 4, 1952. The date o 
payment would not normally be relevant.] 


Incorrect Declaration of Solvency 


Sir,—A point of interest to accountants 
arose at a meeting of creditors which I 
attended recently. Under Section 288 of the 
Companies Act, 1948, it is provided that 
if the liquidator is at any time of opinion 
that the company will not be able to pay its 
debts in full within the period stated in the 
Declaration of Solvency made pursuant to 
Section 283 of the Companies Act, he (the 
liquidator) shall forthwith summon a 
meeting of the creditors and shall lay 
before the meeting a statement of the assets 
and liabilities of the company. In the case 
in question the liquidator convened the 
meeting and advised the creditors it was not 
competent for them to pass any resolution at 
all, that Section 288 was entirely new and 
the only remedy the creditors had if they 
were dissatisfied was to present a petition to 
the Court for the compulsory winding-up 
of the company. Against this argument it 
was contended that as this was now a 
creditors’ voluntary winding-up, the pro- 
visions of Sections 293 to 300 of the Com- 
panies Act, 1948, applied. The liquidator 
maintained Section 293 could not apply 
because that Section provides that the 
‘** company ” should call the meeting and 


now the company was in _ liquidation. 
Against this contention it was submitted 
that as the company was already in 
liquidation the company in that event must 
act through its liquidator and carry out the 
provisions of Sections 293 onwards of the 
Companies Act, 1948. In the end, the 
matter was left that the liquidator who had 
been appointed by the shareholders 
remained in office. 

If the liquidator’s contention is sound, 
then the effect of Section 288 of the Com- 
panies Act will defeat all the careful pro- 
visions of Sections 293 to 300 in those cases 
where a declaration of solvency has been 
made and it is afterwards found to be 
incorrect, and it also opens the door to 
fraud. 

It will be interesting to hear your 
correspondents’ views on this important 
subject. 

Yours faithfully, 
A. SAvILLE COHEN. 
Arthur Benjamin & Cohen, Solicitors. 
London, E.C.2. 
November 12, 1951. 


Financial Statements for the 
Employee 


Sir,—The “ artisan’s inherent distrust of 
figures and financial statements ” does not 
seem to be without reason if some of the 
views expressed in your “ Points in Prac- 
tice” in the November issue of Accoun- 
TANCY (p.415) are held generally throughout 
industry. Your article gives the impression 
that the whole object of providing informa- 
tion for employees is to prove to the man in 
the factory that he is not being unfairly 
treated; what other reason could there be 
for showing in the financial statement 
proposed “‘ the yield on the market price of 
the shares based on the dividends declared,” 
since the market price of any share is 
dependent on its yield or anticipated yield 
in relation to the general rate of return on 
capital prevailing in the market? The yield 
on the real value of a share (i.e. based on the 
net assets) is the only relevant amount. 

Later in your article it is suggested that, 
inter alia, wages and dividends should be 
shown as a percentage of turnover, yet no 
mention of directors’ fees is made. Presum- 
ably these are to be included in “ Adminis- 
tration Expenses ”’ in the financial statement 
prepared for the employee. Average 
earnings are to be shown, but not average 
dividend per shareholder (admittedly a 
difficult task in practice). I would suggest 
that to exclude the remuneration of 
directors as a percentage of turnover and 
the average income from the firm of directors 
and shareholders, whilst including the 
average income of the worker, is to obscure 
the true relationship between capital and 
labour. 
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It is often contended that to publish 
figures of costs would be to give information 
to competitors. Whether this is so or not is 
a debatable point, but figures of cost would 
doubtless be of interest to employees, 
especially if it is desired to promote greater 
efficiency by instilling in the workpeople a 
sense of purpose. Photographs of products 
and details of the various productive pro- 
cesses can show the employee where he fits 
in an organisation. Details of costs can show 
him his share in the cost of the product and 
intimate how that share could be increased 

by eliminating waste. 
' The true basis for partnership in industry 
is mutual trust and understanding. This 
cannot be achieved by the partial dis- 
closure of facts suggested in your article. 
Where the distribution of the product of 
industry is on an equitable basis there can 
be no objection to this full disclosure. 
Yours faithfully, 


London, N.12. R. Dupont. 
November 17, 1951. 


[The article “ Financial Statements for the 


Employee ” did not claim to deal with ail the - 


points which could be included in such a 
statement. We would, however, point out that 
the yield on the real value of the shares is 
specially referred to in the article—see the last 
paragraph of the left-hand column of page 415. 

So far as directors’ fees are concerned, these 
are the only emoluments which are required to 
be set out specifically by any of the Acts. 
Particulars of them are therefore already shown 
in detail in any company’s accounts. The 
publication of costs is indeed a debatable point. 
It must be borne in mind, however, that their 
publication is common in America. Our own 
feeling is that in this country the argument that 
competitors benefit by the publication of such 
information is somewhat exaggerated. 

We are very far from suggesting that there 
can be a hard and fast rule for the facts which 
must be disclosed in a financial statement for 
employees. Each company will have its own 
ideas about what is important and what is not. 
Once the principle of disclosure is accepted, 
however—whatever details are given—a big 
step will have been taken towards the achieve- 
ment of partnership in industry referred.to by 
our correspondent.—Editor, ACCOUNTANCY. ] 


Chargeable Accounting Periods for 
Profits Tax 


Sir,—I refer to the article on page 421 of 
AccounTANcy for November. I have had 
several cases in which this point has arisen 
during the past months and where abate- 
ment is involved. I find that the Revenue 
usually adopt basis B although I submit 
computations under basis A; in some cases, 
though, these have been accepted without 
inquiry. 

I have a case in hand now where a further 
complication arises in that the managing 
director is entitled to a commission of 
474 per cent. of the profit remaining after 
charging Profits Tax but before income tax. 


The difficulty is that if commission is 
calculated separately for both C.A.P.s (this 
seems the only practical way) the total for 
the year apportioned on a time basis does 
not split into the same components. Thus 
the Profits Tax computed on the correct 
basis gives a different amount of. com- 
mission from that already computed. Have 
you any suggestions as to how this can be 
overcome? The Revenue refuse to allow 
each C.A.P. to be treated separately. 
Yours faithfully, 
J. C. A. Launpy, A.S.A.A. 
Purley, Surrey. 
November 9, 1951. 


Str,—Reference your article on Charge- 
able Accounting Periods for Profits Tax. 

We are surprised to read that (A) has 
been adopted in practice. We had a similar 
case flatly turned down by the Inspector 
and (C) has been applied, which as you say 
complies with the Acts and to which we 
could raise no objection. 

Under Section 20 (4), Finance Act, 1937, 
the discretionary powers of the Com- 
missioners have been given to apportion 
remunerations specifically to separate 
chargeable accounting periods, but under 
Section 37, Finance Act, 1947, no dis- 
cretionary powers are granted, hence Net 
Relevant Distributions must be apportioned 
on a time basis. 

It is illogical that excess remuneration 
should be treated in different ways, above 
and below the line, but then we often find 
that logic and the statutes have little in 
common. 

Yours faithfully, 
ALFRED Brown & Co., 

Wilmslow. Incorporated Accountants. 


November 15, 1951. 


Smr,—We were interested in the article 
on pages 421 and 422 of the November 
1951, issue regarding the computation of 
excess directors’ remuneration included in 
gross relevant distributions. 

In two recent computations (covering 
January 1, 1951) submitted to a local 
Inspector of Taxes, we adopted the logical 
method A. However, the Inspector informs 
us that he has been instructed to apply 
method C and we agree that this method is 
correct according to the Acts. 

Yours faithfully, 
Bertram Sitcock & Co., 

Warrington. Chartered Accountants. 

November 19, 1951. 

[We have heard from several other 
correspondents that Method C is commonly 
adopted by the Inland Revenue, from whom 
we understand that the “ official view ” agrees 
with this method. (But see our note entitled 
“ The Official View ” on page 454.) 

The statement we have obtained from the 
Inland Revenue continues: Where an account- 
ing period overlaps the end of 1950 and 
Section 30, Finance Act, 1951, authorises an 


increase in the Profits Tax deduction fo, 
directors’ remuneration, the apportionment of 
profits will normally be made so as to allow the 
appropriate increase in the second chargeable 
accounting period (by reference to the Board’s 
special powers under Section 20 (4), Finance 
Act, 1937). That is to say, the computation of 
chargeable profits is made as in your example 
at (A), and gives figures of £12,750 chargeable 
at 30 per cent. for the period up to the end of 


1950 and £3,875 chargeable at 50 per cent. for 
the first three months of 1951. 


For the purpose of computing non-distriby- 
tion relief, however, distributions (including any 
disallowed remuneration of directors) for each 
(split) chargeable accounting period must be 
ascertained by apportionment on a time basis 
(Section 37, Finance Act, 1947). Thus, in your 
example the gross relevant distributions are 
£12,000—£3,375 = £8,625, which is split into 
£6,469 for the chargeable accounting period to 
December 31, 1950, and £2,156 for the charge. 
able accounting period to March 31, 1951.— 
Editor, ACCOUNTANCY.] 


The Taxability of Casual Receipts 


WiiuuM Sykes, Esq., F.B.1. (Fellow Burglar 
Institute), F.c.a. (Fellow Cat-burglars’ 
Association), c/o ACCOUNTANCY. 

Dear Mr. Syxes,—O Sancta Simplicitas—is 
it really possible (as appears from your 
letter in the last issue of AccouNrTANcy, 
page 429) that an Inspector of Taxes, 
employing but little of the serpent’s cun- 
ning, could have fooled you so readily and 
completely, merely by referring to a few odd 
tax cases, which had no bearing on the 
question at issue? And did he basely assert 
—without any contradiction on your part— 
that your pure and unalloyed activities were 
tainted with legality, thus warranting a 
presumption of trade or business? 

Your charming naiveté quite moves my 
envy. 

Know then, noble Sykes, that “‘ Crime, 
such as housebreaking, is not a trade and 
therefore the proceeds are not caught by the 
tax.’ 

This encouraging dictum, pregnant with 


| meaning, uttered by the great Lord Sands, 


grants immunity from taxation, not—be it 
understood—to half-hearted wrongdoers, 
such as your “ honest fence,”’ but certainly 
to the great fraternity of whole-hearted 
rogues of which you are so distinguished 2 
member. 

Appeal then, dishonest Sykes, without 
hesitation against the very next income tax 
assessment which is made on you, and if you 
find yourself in the right Court and are in 
luck, you may get away with the Judge's 
wig. , 

In due course, there will appear ™ 
AccounTANcy an article bearing the title, 
“ The Taxability of Unlawful Profits.” It 
might pay you to read it. 

Yours faithfully, 
London, E.C.3. CHARLES GREATHEART. 


November 20, 1951. 
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FINANCE 


s 


The Month 


Credit Control 


A MONTH AGO THE ONLY TENABLE EXPLANA- 
tion of what was then the strength of the 
stock market seemed to be the belief in a 
substantial Conservative majority at the 
General Election, coupled with the expec- 
tation that the existing degree of inflation 
would persist for some time. The event 
showed that almost all guesses as to the size 
of the majority were exaggerated, while the 
first concrete action of the new Government 
was to institute a measure of credit control 
through the use of short term rates. Even 
without these departures from what seems 
to have been expected, it is quite possible 
that the mere fact that there was nothing 
much to go for after the election would have 
led to considerable selling by speculators 
and a fall in prices. As it is, after an initial 
rally, there has been a steady sagging in 
quotations. The weakness in all fixed 
interest securities is presumably to be 
attributed to the expectation that initial 
raising of Bank Rate by one-half point will 
be followed by further pressure unless this 
modest beginning has the desired result. 
The same influence has no doubt affected 
the prices of Ordinary shares in the short 
tem. But these have fallen much more 
heavily than shares in other sections and 
this fact is due to a number of circumstances, 
of which not the least is the possibility that 
the period of easy “ profits” as a result of 
inflationary finance is at an end. 


New Issues and Taxation 
Two other factors that have depressed 
Ordinary shares are the promise of a new 
E.P.T. and the long queue of companies 
waiting for permission to raise capital on 
the market. As the supply of new savings 
short indeed, it is not surprising that this 
Suggests a higher yield basis—a movement 
which is actively in line with present 
Government policy. Among other factors, 
recent company results are less consistently 
excellent than they were some weeks or 
months ago. A further complication is the 
prospect of the de-nationalisation of the 
steel industry and the return of the shares 
to private investors. Here political factors 
of some complexity are involved, but the 
possibility of a considerable sale of Ordinary 
shares in steel companies, possibly at prices 
Which reflect the fear of re-vesting, has a 
depressing influence. All this is without 


in the City 


taking account of the possibility that the 
transfer of industry to armaments, still 
largely to be effected, will lead to a fall in 
overall profit. The net effect of all these 
considerations is reflected in the following 
changes in the indices compiled by the 
Financial Times, between election day, 
October 25, and November 23: Govern- 
ment Securities from 102°11 to 980, 
Fixed Interest from 115°73 to 110°97—the 
lowest since 1939—Ordinary shares from 
137*1 to 125°3, which is above the level 
ruling immediately prior to the Budget. 


Money Rates 

The raising of the Bank Rate by } per cent., 
moderate though the rise was, coupled with 
the funding operation of converting £1,000 
million of Treasury Bills into one, two or 
three year stock, has for the moment at 
least changed the outlook of the City. 
What is really important is that the 
Treasury and the Bank of England have 
decided that in future they will control the 
volume of credit which has, in recent years, 
been expanded whenever the discount 
houses were squeezed by the banks. The 
rise in rates generally has been but modest. 
The fact that the market has twice been 
compelled to apply to the Bank of England 
for accommodation has been cushioned by 
instituting a special rate, one-half point 
below Bank Rate, at which they can sell 
bills. Some discount rates, including that 
on Treasury Bills, have risen less than the 
full half point. Almost all other short rates 
have risen by that amount and this is likely 
to soak through to all bank lending rates. 
Meanwhile, the rate paid on deposits has 
been raised to }? per cent. In theory, at 
least, we have entered, after a long period of 
fixed rates, upon a period when any rate 
can move from day to day, and this will 
apply to rates on Treasury Deposit Receipts 
as and when new offers of these are made 
to the banks. A policy of this sort, if per- 
sisted in, will have important results. 
However, it is now only in the very early 
formative stage. 


German Bond Dealings 
The foreign bond market, which has in 
recent months enjoyed an unusual activity, 
has just experienced another disturbance of 
a most unwelcome character. This rose out 


of the plan announced by the Board of 
Trade for the distribution to Germany’s 
creditors of the proceeds of German assets 
held in this country. The scheme itself 
seems on the whole as fair as is possible iu 
so complicated a matter. But the distribu- 
tion is only to be made to a British subject 
who was the owner of the debt on a given 
date. The order fixed this date as Septem- 
ber 30 but the Order was not published 
until some five weeks later. Now the bonds 
dealt in on the market are to bearer and up 
to £1 million worth may have changed 
hands over that period. There was no way 
of tracing the owner on the relevant date 
and the market had no option but to 
suspend dealings until some solution had 
been found. The jobbers could do nothing 
else, since the buyer is entitled to demand 
a security which gives him the maximum 
rights and the jobbers could not say which 
these were. It seems very odd that the 
Board of Trade should have taken no 
advice on the point. However, the Board 
was not slow to acknowledge its oversight 
and upon its announcing its intention to 
have the effective date altered to Novem- 
ber 7, dealings were resumed in certain 
bonds. (There is a premium on bonds 
which were in British ownership on that 
date.) These are the bonds of the Reich. 
Some others—Potash bonds are a case- in 
point—suffer from: the disability that to 
qualify fully it must be possible to secure a 
certificate that the bonds were in British 
ownership on September 3, 1939. How- 
ever, that is an old trouble and it should 
not be beyond the resources of the Stock 
Exchange to get the whole matter sorted out. 


FOREIGN EXCHANGE 
' REGULATIONS 


Accountants and others concerned with 
importing and exporting, or with the receipt 
and payment of money overseas for non- 
trading purposes, will find of inestimable 
value a booklet of 60 pages of which the 
ninth and up-to-date edition has just been 
issued by the District Bank. It is entitled 
Digest of the United Kingdom Exchange 
Regulations and consists of ten parts, which 
deal exhaustively with the Exchange Control 
Act, 1947; the import of goods; the export 
of goods; the import and export of bank 
notes, etc.; non-resident accounts; credits 
and guarantees; travel abroad; payments 
for private purposes; securities, interest, 
dividends, etc.; and miscellaneous matters 
such as application for exchange permits for 
payment of freight, services and the like. 
There is a very useful index. 
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Points from Published Accounts 


The Normal Net Profit 


MAny TIMES IN THESE NOTES IT HAS BEEN 
suggested that shareholders should be told 
what is the normal net profit. It is hearten- 
ing, then, to have one company chairman 
acknowledging that this information is of 
value, and it is to be hoped that others will 
fall into line. Owing to past losses Aero- 
nautical and General Instruments suffers a total 
tax deduction of only £6,618 from the 
balance of £36,509 carried to appropriation 
account. The chairman comes to the 
rescue of shareholders who may be unversed 
in accounting, but are keen enough to do 
some arithmetic, by remarking that had it 
not been for exceptional tax adjustments it 
would have been necessary to earn a net 
profit of £22,524 in order to pay the net 
dividends: of this sum, £7,650 would be 
paid to shareholders and £14,874 would be 
taken by taxation. 

Information of this nature may have 
been given by the chairman of Mossley 
Blanket and Carpet at the annual meeting, 
which is being held after these lines are 
written. After deducting only £44,954 
for profits tax and income tax there is a 
balance of £115,855. But there is a £85,097 
transfer to reserve for future income tax, 
which, a footnote states, “‘ represents 9 
months of the 1951/52 assessment plus the 
whole of the 1952/53 assessment based on 
the profits of the year ended June 3oth, 
1951.’ Here, surely, is an instance where 
the Board should have provided some 
further information for its shareholders. 
But it does not elucidate the tax figures in 
the report, and there is the additional all 
too common feature that the report does 
not say a word about the year’s trading 
experience. 


Comment on the Accounts 


From the last sentence of the preceding 
paragraph it is a natural step to suggest 
that there is no reason whatever why the 
directors’ report should not steal from the 
chairman’s speech the task of discussing 
changes in the profits and balance sheet 
figures. There is, admittedly, something to 
be said for postponing comment on the 
trading prospect until the meeting, especially 
in these mercurial days, but the figures in 
the accounts’ are immutable. They can tell 
a story, clear or complex, and it would be 
of great value to let shareholders have a 
commentary on them when they are 
printed. By this we do not mean that 
occasional meaningless recital of figures— 
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one day we are going to have a company 
chairman pointing out that both sides of 
the balance sheet have the same total!— 
but an _ intelligent summary of the 
reasons behind the changes in the financial 
composition of the assets and _ liabilities. 
The company accountant can be of help in 
this direction. 


Unconsolidated Profits 


John Shaw and Sons, Wolverhampton, is not 
alone in the policy of, as it were, uncon- 
solidating the subsidiary’s figures when it 
strikes a net profit. Surely it would be 
logical to strike a single consolidated net 
profit? In this instance we have the parent’s 
net profit taken down and, separately, the 
undistributed profits of the subsidiaries 
attributable to the parent. The latter 
amount is small, admittedly, but this 
simplification would give added lustre to 
an excellent set of accounts. They are 
accompanied by the chairman’s speech, 
and the names and manufacturing details 
of the principal subsidiaries. 


No Commas 

One cannot find a single comma amongst 
the figures in the accounts of either Associated 
London Properties or Cowburns and Scotts 
Beverages. The compositor of the former 
company, with infinite pains, has leaded a 
gap between the millions, the thousands and 
the hundreds, thus: 5 087 000. But in the 
case of Cowburns and Scotts the figures are 
all close together, thus: 132456. The effect 
on the eyes is not pleasant. Yet the accounts 
of the first-named company are excellently 
printed, with credits in black and debits in 
red, and the parent’s figures presented 
alongside the group figures but on a pale 
green background. 

A third company with a shortage of 
commas is Clifford Motor Components, but it 
has sufficient for the directors’ report and 
for the footnotes to the accounts. 


Omitting Balances Brought In and 
Carried Forward 

It is an unusual practice to ignore in profit 
and loss accounts the amounts brought in 
and carried forward. The account of 
Atkinson Lorries (Holdings) is in tabular form, 
and the net profit after taxation has no ifs 
and butsaboutit. Thatis tosay, thereareno 
exceptional items debited or credited before 
striking the net profit; in fact, there are no 
exceptional items, though formation ex- 


penses of the previous year are rightly showy 
below the line. Preference and Ordinary 
shareholders can see at a glance the cover 
for their dividends, the account ending with 
a figure of undistributed profit of the yea, 
which is taken to the balance sheet and 
added to the profit and loss balance brought 
forward. The omission of balances in and 
forward is a useful simplification. 


The Sidewise Look 

Recently we have had several reports 
through our hands which cannot be read 
like a book. That is to say, they have to bk 
turned sideways in order to examine the 
accounts, and this is, frankly, a nuisance 
that could be avoided. In many 
instances it has been necessary to keep 
twisting and turning the report about 
because the profit and loss account js 
printed at a different angle from the 
balance sheet. Perhaps the rebuke should 
be addressed to the printer for his lack of 


ingenuity. 


THE CHARTERHOUSE GROUP 


The dearth of industrial capital makes it 
necessary for accountants and _ financial 
advisers to be well acquainted with all 
possible ways of raising funds for industria- 
lists. The services offered in this field by 
The Charterhouse Group are conveniently 
summarised in a booklet issued by the 
Group at its headquarters, 15, St. Swithin’s 
Lane, London, E.C.4. The parent com- 
pany, The Charterhouse Investment Trust, 
Ltd., is a public company whose Preference 
and Ordinary stock is dealt in on the Stock 
Exchange. Charterhouse _ Industrial 
Development Co., Ltd., provides capital 
out of its own resources for the expansion of 
companies too small or otherwise unsuited 
for immediate public issue, and The 
Charterhouse Finance Corporation, Ltd, 
is an issuing house. The Group also in- 
cludes The Charterhouse Finance Group 
(Ireland), Ltd., and Charterhouse Australia, 
Ltd., and is closely associated with Northem 
African Mining and Finance, Ltd. in South 
Africa. 

The booklet is concerned primarily with 
the Group’s services to industry in Great 
Britain. It explains the advantages of 
converting a business to a public company 
when it is large enough to justify the expens 
of a public issue, followed by a Stock 
Exchange quotation for shares. A short 
reference to Treasury regulations is followed 
by a statement of the policy of the Charter- 
house companies. Applicants for capital 
must be prepared for a confidential m- 
vestigation by accountants and their experts 
Negotiations may be conducted through 
the applicant’s accountants or solicitors. 
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Publications 


sUNCTIONAL ACCOUNTING. By C. A. Moyer 
and R. K. Mautz. Second edition. (Zohn 
Wiley & Sons, Inc., New York; Chapman and 
Hall, Ltd., London. Price $6.00 or 48s. net.) 


This refreshing text is designed as an 
intermediate course in practical accounting, 
presupposing a knowledge by the reader of 
the mechanics of “‘ debit’ and “‘ credit.” 
It is a students’ text-book—although many 
teachers would be well advised to read it— 
and therefore, the questions to be answered 
by the reviewer are whether it teaches 
anything new and how, by comparison, it 
teaches the unchangeable old. 

The authors are well abreast of current 
accounting thought and practical develop- 
ments and are careful to point out that 
accountancy is not an abstract theoretical 
study but a practical technique; too precise 
an application of basic theory may often be 
unreasonable. Mention is made of the 
opposing schools of thought—one which 
would reject historical cost as an accounting 
bais for assets, substituting replacement 
value, and the other which would retain 
historical cost as the only factual and proper 
basis. The text comes down emphatically 
on the side of the historical cost school and 
gives what appear to the reviewer to be 
adequate reasons in support. The authors 
make a clear distinction between the 
problem of depreciation and the problem of 
replacement—a distinction with which the 
reviewer agrees; che ventures further to 
suggest that most other accountants would 
alo agree, if the political atmosphere were 
diferent and the burden of taxation both 
lighter and more justly spread. 

However, it is not the modernity of 
Moyer and Mautz w) ich makes the chief 
appeal but its clear-sighted approach to 
teaching methods and the easy flow of the 
text, which covers in the most natural way 
and as part of a general and logical sequence 
uch matters as hire-purchase, branch 
accounts, consignments and so on. 

The main functions of accounting are to 
provide a service which will give prompt 
information about the business and will 
institute and carry out controls to safeguard 
the properties of the enterprise. Throughout 
the text control of cash, goods, receivables, 
ttc, is emphasised. There is no mere 
statement of what entries should be made to 
ttcord any particular transactions, but an 
“planation of why the entries should be 
made and their value either in controlling 
Property or persons or in compiling financial 
"ports. Judicious use is made of accounting 
ratios as an aid to analysis and interpreta- 


tion of financial statements. The tools of 
financial criticism are applied to the 
questions what should be disclosed in the 
profit and loss account and balance sheet 
and how it should be disclosed. Thus the 
student is taught to regard the job of pre- 
paring financial statements through the eyes 
of the persons who are supposed to read 
them. In this way these documents may 
acquire some virtue which in themselves 
they have not got. 

There are five parts to the book, dealing 
with income transactions (including sales), 
the acquisition of assets and services, the 
preparation of financial statements and their 
interpretation. Under these main headings 
every problem which might confront the 
student is examined clearly with ample 
illustration and testing questions. 

There is no doubt that it would pay every 
accountancy student in this country to 
acquire a copy of this text. R.A. 


BOOK-KEEPING AND ACCOUNTS. By Dennis L. 
Dougan, F.s.A.A. (Sweet G Maxwell, Lid., 
London. Price 30s. net.) 


This is an earnest and well-planned 
attempt to provide a comprehensive text on 
book-keeping suitable for first-year pro- 
fessional students or those who require 
merely a knowledge of book-keeping as a 
first grade in accountancy. 

The author commences with an explana- 
tion of the ledger, the mechanics of double 
entry as illustrated by that book and the 
classification of transactions for inclusion 
in it. He proceeds to amplify by the intro- 
duction of the cash book and subsidiary 
books. The same facts are used in pro- 
gressive illustrations, thus leaving no doubt 
in the mind of the student that whatever the 
system of subsidiary records employed, 
ultimately the result of a transaction appears 
in the ledger either separately or in total 
with other like transactions. 

The object of the text is to teach the 
mechanics of debit and credit, no attempt 
being made to propound any principles or 
conventions of accounting or to discuss 
present-day practices and problems.. 

The author introduces the profit and loss 
account into the text as an exercise in book- 
keeping, and the balance sheet more as a 
proof of the mathematical accuracy of the 
entries than anything else. Perhaps this is 
as it should be in a book of this nature. 
Perhaps it is indeed better to regard the 
profit and loss account and balance sheet as 


tools of the book-keeper rather than as 
reports of the accountant. But there is also 
good reason to stress the importance of 
financial reporting from an early stage in 
the teaching so that the student shall learn 
that his accounts have virtue to the extent 
that they impart their information clearly 
and understandably. Many argue, and 
with some reason, that unless the book- 
keeper understands and appreciates the 
problems of presentation and consequent 
grouping facing the accountant who is 
required to report, the accountant’s work 
is made the more difficult, Similarly there 
is much to be said for those who insist that 
from the beginning the student should learn 
that, although double entry is an ingeniously 
simple device indispensable to the accoun- 
tant, it is not an end in itself but is only an 
instrument to be used not simply for record- 
ing the financial history of an enterprise but 
also for controlling and safeguarding its 
properties within the framework of the 
accounting system. 

The text abounds with simple illustrations. 
Each chapter is followed by several exercises 
in its subject matter; these save the time of 
the teacher who uses the book and test the 
comprehension of the student. The 525 
pages of text are followed by a comprehen- 
sive index. 

There is no doubt that the beginner who 
desires to become practised in the mechanics 
of double-entry book-keeping will be well 
served by this book: it is designed especially 


for him. R.A. 


PALMER’S COMPANY PRECEDENTS, PART ONE 
—GENERAL Forms. Sixteenth edition. By 
His Honour A. F. Topham, K.C. (Stevens 
and Sons, Ltd. Price £5 ros. net.) 


Palmer’s Company Precedents, first published 
in 1877, had not been revised since 1931. 
The up-to-date edition of this standard work, 
whose learned editor has been associated 
with it since 1922, will be generally wel- 
comed, now that the Companies Act of 1948 
has changed so much of company law and 
practice. It has been kept to its present 
1,238 pages only by fairly drastic pruning 
in the less important parts of the text, where 
Palmer’s Company Law, a companion work, 
may be regarded as a supplement to it. 
This volume deals with general forms only 
—formation and registration, promotion, 
prospectuses, agreements, memoranda of 
association, articles, private companies, 
alterations of objects, and soon. Winding-up 
will be dealt with in the next volume 
(Part Two) and debentures in the following 
(Part Three). There are 772 forms in the 
present volume, replete with notes—our 
only criticism is that the notes might have 
been distinguished more obviously from the 
forms themselves by a change of type face— 
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copious introductions, exhaustive footnotes, 


appendices and, most necessary in a work. 


of this kind, an extremely full index. Palmer 

remains as essential as ever for all who have 

more than casual need for consulting a 

reference book on the law of companies. 
b. Tid. 


THE LEGAL ASPECTS OF BUSINESS. By H. R. 
Light. Second Edition. (Sir Isaac Pitman and 
Sons, Ltd., London. Price 155. net.) 


This volume is interesting and tersely 
written, but the author has set a problem in 
judgment. While adopting the title, Legal 
Aspects of Business, he has embodied material 
which seems to be outside the normal 
business man’s requirements. Indeed, Sir 
Roland Burrows, whose foreword must give 
this work the cachet of merit, raises the same 
doubt. For Sir Roland writes “‘ it is difficult 
for a lawyer to appreciate exactly what are 
the needs of a business man in this respect 
—that is, “‘ explaining in outline the legal 
matters which concern a business man.” 
The answer, we think, is to be found in the 
author’s preface to this second edition where 
he admits that certain additions have been 
made to meet the requirements of examinees 
for the Intermediate examinations of a 
number of professional bodies. 

The title is, therefore, something of a 
misnomer. It is not intended primarily for 
the business man, nor is the book a com- 
mercial counterpart of Everyman His Own 
Lawyer. Only about two-thirds of the 
volume, Part II on the Law Relating to 
Commerce, deals specifically with the 
implications of the title. The remainder, 
Part I, deals with general principles of 
interest to the general reader or business 
man alike, or more especially, candidates 
for professional examinations. 

This book is, therefore, not sui generis, but 
rather one in a line of succession from 
Geldart’s Elements of English Law, Jenks’ Book 
of English Law to the more recent Pelican, 
John Citizen and the Law, by R. Rubinstein. 
This is the criterion which Mr. Light forces 
upon the reviewer by adopting an eclectic 
approach, instead of adhering to the 
narrower confines of law for the business 
man. Compared with the works mentioned, 
the volume before us lacks the sheer 
brilliance of the late Professor Geldart’s 
little book, or the grace coupled with learn- 
ing and scholarship which characterised the 
work of Dr. Jenks. Mr. Light has given us 
not so much a good book, as a useful book 
with some good points. These, however, 
are by no means few. 

In Part I (General Principles), Chapter 5, 
on procedure in a civil action, is well 
written. Chapter 6, on arbitration, is brief 
but to the point. In Part II, Chapters 10 to 
14, On contracts generally, are most readable 
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and easy to assimilate. Worthy of special 
mention is the section on restraint of trade 
(pages 171-4), a gem of condensation. 

But there are a number of weaknesses, 
perhaps unavoidably due to a desire to 
compress. Thus no modern student would 
agree with the implications of the para- 
graph on page 26 dealing with droit adminis- 
tratif in France. Or again, when describing 
magistrates’ Courts, it would have been an 
improvement to say clearly what an 
indictable offence is, and also to have dealt 
with the procedure for stating a case, a 
feature not even mentioned. The purpose 
of Chapter 8, on “ Justice According to 
Law,” entirely escapes the present reviewer. 
Incidentally, Lord Hewart was not the 
originator of the famous dictum that 
‘justice should not only be done, but 
should manifestly and undoubtedly be seen 
to be done.” 

Part II, apart from the portions already 
mentioned, is disappointing, but here again, 
undue compression may be the cause. The 
chapters on landlord and tenant, insurance 
and tort, are too brief to be of real value. 
It is not correct to say (at page 261) that 
‘* insurance is a contract of indemnity only 
except . . . accident insurance.” The ar- 
rangement of the chapters in this Part also 
seems a little odd. 

On the whole, this work, which is com- 
mendable, suffers from an attempt to put 
a quart into a pint pot. To some extent, the 
author is himself to blame, by not adhering 
rigorously to the task which the title of the 
book suggests, and it is to be hoped that ina 
third edition he will exercise some restraint 
by forgetting examinees entirely (they are 
amply catered for elsewhere) and by keep- 
ing the business man continuously in mind. 

G. Ss. 


EXECUTORSHIP LAW AND ACCOUNTS. By 
Ranking, Spicer and Pegler. Eighteenth 
edition by H. A. R. J. Wilson. (H. F. L. 
(Publishers), Ltd., London. Price 30s. net.) 


The latest edition of this standard work, 
which preserves the traditional clarity of 
layout and working examples of these 
Ranking, Spicer and Pegler classics, will 
be welcomed by students and practitioners 
alike. 

Mr. H. A. R. J. Wilson has done an 
excellent job in bringing the subject matter 
and all the illustrative examples up-to- 
date. He has had regard to the probable 
requirements of the practitioner and has 
included in appendices the current pro- 
visions relating to legacy and settlement 
duties, excluding them from the text proper. 

A useful innovation is the chapter on 
** Trusts and Trustees,” covering compre- 
hensively the nature of trusts, their creation 
and the different types and the powers and 
duties of trustees. Examination candidates 


know only too well that they may be asked 
questions on these matters, but in the past 
it has been difficult to recommend any text. 
book on them which was both clear and 
short. To test the adequacy of the new 
chapter from a student’s point of view the 
reviewer sought from it the answers to all 
the questions set on trusts in general over 
the last five years by both the leading 
accountancy bodies: he was not dis. 
appointed. 

The Recommendations of the Institute of 
Chartered Accountants in England and 
Wales on the Form and Contents of 
Accounts of Estates of Deceased Persons, 
etc., are reproduced in the text. Students 
will be relieved to note that the Editor takes 
the view that the recommendation as to 
treating income received gross and dealing 
with the tax separately is not to be taken as 
altering the established system of recording 
such receipts net but merely as a suggestion 
that in the income account produced for the 
beneficiaries the taxed income should be 
grossed-up. If Mr. Wilson is right—and it 
is to be hoped that he is—then the Institute 
might have saved a good deal of trouble by 
omitting this paragraph from the recom- 
mendations altogether. 

There is only one adverse criticism to be 
made, that the recommendations on the 
grouping of assets, etc., in the estate balance 
sheet and the segregation of income from 
capital items in it, do not appear to have 
been followed in the examples of balance 
sheets given in the text. This is a pity, 
because whatever else may be said about 
the recommendations, the ones referred to 
can do nothing but improve the standard of 
reporting to beneficiaries. 

This isolated shortcoming does not 
detract from the excellence of the text or 
from the praiseworthy efforts of the Editor 
in the battle against time and the changes 
it brings in law and practice. The practi- 
tioner may now provide himself with an 
up-to-date work of reference and _ the 
student may read easily and without fear 
that he is studying obsolete material. 

R. Ae 


BOOKS RECEIVED 


THE FINANCE ACT, 1951. With General 
Introduction and Annotations. By Butter 
worth’s Legal Editorial Staff. Reprinted 
from Butterworth’s Annotated Legislation 
Service. (Butterworth & Co. (Publishers), Lid 
Price 12s. 6d. net.) 

DYMOND’S DEATH DUTIES. First supplemetl 
to the eleventh edition. By Robert Dymond 
and Reginald K. Johns. (Solicitors’ Law 
Stationery Society, Lid. Price 5s. net.) 


. ‘THE PROFITS TAX SIMPLIFIED. By Arthur Ret, 


B,COM., F.R.ECON.S., F.A.C.c.A. Third edition 
(Barkeley Book Co., Ltd., Stanmore. Pht 


45. net.) 
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Legal 


Notes 
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Repayment by Company of Moneys in Share 
Premium Account 

In Re Duff’s Settlement (1951, 
¢ A.E.R. 534), the Court of Appeal has 
afirmed the decision of Harman, J., that 
moneys repaid by a company from its 
share premium account must be treated as 
capital and not income for the purposes of 
settlements (see ACCOUNTANCY, June, 1951, 


page 228). 


Executorship Law and Trusts—Powers of 
Attorney of Administrators 

Inre Kehr deceased (1951, 2 A.E.R. 
$12) K., a man of German domicile, had 
died intestate in India, leaving some 
personal property in England. Two persons, 
as administrators, were granted letters of 
administration in England. They asked the 
Court whether they were entitled to appoint 
trustees for that portion of the English 
property that fell to the share of K.’s infant 
son, and whether the trustees would have 
power to use the income from that portion 
for the son’s maintenance. Danckwertz, J., 
said that there was little or no authority on 
this difficult question of private international 
law, but he came to the conclusion that 
trustees could be appointed and would be 
entitled to use the income for the son’s 
maintenance. 


Executorship Law and Trusts—Satisfaction of 
Debt by Gift in Will 

The rule of satisfaction was well stated in 
an eighteenth-century case: 


If one, being indebted to another in a 
sum of money, does by his will give him 
asum of money as great as, or greatér 
than, the debt, without taking any notice 
at all of the debt, this shall, nevertheless, 
be in satisfaction of the debt, so that he 
shall not have both the debt and the 
legacy. - 

The rule is disliked by the Courts and the 
presumption is rebuttable by slight evidence 
to show that the testator intended the 
legacy to be additional to the debt, but in 
the absence of such evidence the rule still 
remains, 

In re Howes (1951, W.N. 550) a 
‘stator had married twice. His liability to 
Pay maintenance to his first wife was 
compromised by an arrangement under 


which he was bound to pay her £3 a week 
until she died or remarried, certain rent- 
charges being granted to trustees as 
security for payment. After his remarriage 
the testator made a will leaving an annuity 
of £3 a week to his first wife as long as she 
remained unmarried. Harman, J., decided 
that the rule of satisfaction applied: the 
gift was just as valuable as the debt and the 
will contained no direction to pay debts. 
Further, it was probable on the facts of the 
case that the testator did not intend to give 
the first wife more than he had already 
covenanted to pay. 


Contract—Power of Court to Qualify Literal 
Terms 

In Accountancy, September, 1950 (page 
338), we noted the case of British Movie- 
tone News v. London Cinemas (1950, 
2 A.E.R. 390) in which the Court of Appeal 
held that Courts have now a wider power 
than formerly they had to qualify the 
literal words of a contract when unexpected 
circumstances arise. The House of Lords 
(1951, 2 A.E.R. 617) has now reversed the 
decision of the Court of Appeal and has said 
that the power is no wider than it was 
before: it was really a question of the con- 
struction of the contract. The parties to a 
contract were often faced, in the course of 
carrying it out, with a turn of events which 
they did not at all anticipate—a wholly 
abnormal rise or fall in prices, a sudden 
depreciation of currency, an unexpected 
obstacle to execution or the like—yet this 
did not in itself affect the bargain they had 
made. If, on the other hand, a considera- 
tion of the terms of the contract, in the 
light of the circumstances existing when it 
was made, showed that they never agreed 
to be bound in a fundamentally different 
situation which had unexpectedly emerged, 
the contract ceased to bind at that point 
—not because the court in its discretion 
thought it just and reasonable to qualify the 
terms of the contract, but because on its 
true construction it did not apply in that 
new situation at all. 


Contract and Tort—Covenants in Restraint of 
Trade 

Most partnership agreements contain 
clauses restricting the place and manner in 
which a retiring partner may carry on his 


— 


business, but such clauses cannot be 
enforced unless the restraint is reasonable in 
the interests both of the partners and of the 
public. In Whitehill v. Bradford 
(1951, W.N. 551) the Court held to be 
reasonable a clause in a partnership agree- 
ment restraining a doctor from practising 
within ten miles of Atherstone, the centre 
of the partnership practice. They also held 
that nothing in the National Health Service 
Act, 1946, prevented the clause from being 
enforced. 


Miscellaneous—Security of Tenure for Furnished 
Tenancies 

It is well known that tenants of furnished 
premises are not protected by the Rent 
Restriction Acts but have a more limited 
security of tenure under the Furnished 
Houses (Rent Control) Act, 1946, and the 
Landlord and Tenant (Rent Control) Act, 
1949. By the 1946 Act the Tribunal could 
award up to three months’ security of 
tenure, provided that the tenant had 
applied to them’ before the service of a 
notice to quit. By the 1949 Act that period 
of three months may be extended by further 
periods of three months and it was 
thought by nearly all practitioners that the 
Tribunal’s powers had also been widened 
to allow them to grant security of tenure if 
the application was made after the service 
of a notice to quit but before its expiry. 
This view has now been held to be wrong 
(R. v. Folkestone Rent Tribunal, 
The Times, November 3, 1951). In this case 
the Divisional Court decided that a 
Tribunal had rightly refused to entertain 
an application for security of tenure which 
had been made after the service of a notice 
to quit. 


Restrictions on Re-sale of New Cars 

It is a general principle of law that a 
covenant in restraint of trade cannot be 
enforced unless the restraint is reasonable in 
the interests both of the parties to the 
contract and of the public. The period 
during which the purchaser of a new car 
must covenant not to re-sell has recently 
been extended from one to two years, and in 
British Motor Trade Association v. 
Gilbert (1951, 2 A.E.R. 641), a purchaser 
challenged the validity of a covenant in this 
new form. The Court held that the restraint 
was no more than was reasonably necessary 
to protect the interests of the trade and the 
public and that the covenant was enforce- 
able. The Court also decided that, if a 
re-sale is made in breach of covenant, the 
normal measure of damages is the difference 
between the original price and the price 
that is, or might be, realised on the re-sale. 
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Miscellaneous— Trade Disputes 

In R. v. National Arbitration Tri- 
bunal, ex parte South Shields Cor- 
poration (1951, 2 A.E.R. 828), the Court 
held that a dispute between an employer 
and one workman (in this case a town clerk) 
was not a “trade dispute” within the 
meaning of the Industrial Disputes Order, 
1951 (Statutory Instrument No. 1376 of 
1951), and could not be referred to the 
National Arbitration Tribunal (now the 
Industrial Disputes Tribunal). 


Miscellaneous: 
Tenants 

Three recent cases show how careful 
mortgagees should be to inform themselves 
on the rights of tenants before advancing 
money on property whose value contains a 
** vacant possession ’’ element. 

In the first case, Coventry Permanent 
Economic Building Society v. Jones 
(1951, 1 A.E.R. gor), the decision went in 
favour of the mortgagees. On February 15, 


Rights of Mortgagees and 


Incorporated 


THE SOCIETY OF 


1949, J. agreed to buy a house with vacant 
possession of one floor and on the next day 
he agreed to grant A. a tenancy of that 
floor. On March 16 A. went into possession. 
On March 18 the conveyance of the house 
to J. was completed and on the same day 
the building society was granted a mortgage 
which prohibited J. from leasing the house. 
Harman, J., held that there was no interval 
of time between the execution of the 
conveyance and the grant of the mortgage. 
When the mortgagees’ rights accrued, A. 
had only an equitable interest in the house, 
and as this interest had not been registered 
it did not bind the mortgagees. They were 
therefore entitled to possession against A. 
In thesecond case, Woolwich Equitable 
Building Society v. Marshall (1951, 
2 A.E.R. 769), the facts were very similar 
but there were two points of distinction. 
Firstly, the title to the land was registered. 
Secondly, the mortgage deed contained a 
recital that the mortgagor was the estate 
owner of the property. Danckwertz, J., 


Accountants 


DEPRECIATION ALLOWANCES 


Tue INCORPORATED ACCOUNTANTS’ LONDON 
and District Society held its monthly 
luncheon on November 7. Mr. J. A. 
Jackson, F.C.A., F.S.A.A., the chairman of the 
District Society, presided and the guest 
speaker was Mr. J. B. Braithwaite, chairman 
of the London Stock Exchange. 

Mr. Braithwaite said he was troubled 
—and he was far from being alone in those 
feelings—by the results of the present system 
of relating depreciation allowances to the 
historical cost of assets and then dealing 
with the admittedly anomalous position 
that is produced by that procedure by the 
compensating system of initial allowances. 
The arguments for the present system were 
quite clear and one must have a consider- 
able degree of sympathy with them. The 
accountant felt that while he kept to the 
historical cost of assets he had his feet 
planted firmly upon the ground, whereas if 
he departed from it he entered at once the 
debatable region of estimates and of 
rapidly moving values. Probably he felt 


also that in the long run the present 
system did substantial justice. Mr. Braith- 
waite said he agreed that in the long run it 
did, but the system had serious defects. 
From the purely business point of view, 
while over the average of a pretty long 
period of time substantial justice might be 
done, yet the result was that profits were 
grossly distorted over many, if not all, the 
accounting periods. It was difficult for him 
to see how the accounts of a business could 
be said to present a true and fair and proper 
picture of the affairs of a company unless 
assets had been depreciated in a reasonable 
proportion to their correct replacement 
value. 

He thought, continued Mr. Braithwaite, 
that a company could not be said to have 
made a profit at all until it had dealt 
realistically and not academically with the 
problem of depreciation. In all those years 
when the profit figure was being distorted, 
there was distortion of the tax burden and 
distortion in a good many other ways. In 


held that as the tenant was in actyal 
occupation of the property at the date of 
the mortgage his interest over-rode the 
interests of the mortgagees. Further the 
inference to be drawn from the recital was 
that there was an interval of time between 
the conveyance and the mortgage; during 
this interval the tenant had acquired a legal 
and not merely an equitable right and for 
this reason, too, he was entitled to possession 
against the mortgagees. 

Yet a third case, Universal Permanent 
Building Society v. Cooke (195), 
W.N. 543), went against the society because 
the mortgage had been made one day after 
the conveyance. 

The distinctions drawn in these cases are 
rather fine and it is suggested that prospec. 
tive mortgagees should inspect the property 
very shortly before the grant of the mort 
gage and should ensure that conveyance and 
mortgage take effect simultaneously, the 
documents being suitably worded to show 
that this has been done. 


particular, he suggested that extravagance 
in administration resulted when the profit 
figure was unduly large. There also resulted 
dissatisfaction amongst employees, a wrong 
idea of what a business was earning, requests 
for higher wages than could reasonably be 
paid, and so on. 

It was of the first importance to the sound 
conduct of business that profits should be 
accurately shown, computed upon a true 
and realistic basis in accordance with the 
conditions prevailing at the time. It was 
argued that the difficulty at once arose that 
one could not look into the future. An asset 
might be depreciated over, say, twenty 
years, and if one was to depart from the 
historical system (as, of course, accountants 
were accustomed to do in stock valuations, 
though often they relied upon managers for 
that kind of information) one at once 
entered the realm of estimates and of rapidly 
moving values. It was then difficult 
know what the final result was going to be 
when the asset reached maturity and 
finally to be dealt with. But that problem, 
he thought, ought to be capable of being 
dealt with by a system of balancing charge 
or balancing credits at the end of the time. 

If the present system—he said “if” 
because there might be argument on the 
point—did result at times like the present 
showing the profits of business as a whole 
a considerably higher level than the true 
profits would be if depreciation were deal! 
with realistically, then they were presenting 
the whole nation with a false picture of the 
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ts flowing from private enterprise—or, 
as he preferred to call it, the joint stock 
principle. This enabled the argument to be 

t forward that the profits of industry were 
much greater than they ought to be, but he 
was sure the argument could not be sus- 
tained if they could get this question of 
depreciation in proper focus. 

Their Society and their sister bodies, the 
English Chartered Institute and the Scot- 
tih Chartered Accountants, would no 
doubt be giving evidence, he supposed 
before very long, in front of the Royal 
Commission on Taxation. They at the 
Stock Exchange would also be submitting 
their evidence, and other bodies would be 
doing the same. He believed this was the 
time for reconsideration of this particular 
issue. 

Sir Richard Yeabsley, c.B.E., F.C.A., 
ps.A.A. (vice-chairman of the London and 
District Society), in moving a hearty vote 
of thanks to Mr. Braithwaite, remarked that 
there was one other aspect of the subject of 
depreciation allowances which should be 
borne in mind—the responsibility of directors 
in determining their dividend policy on the 
profits that were apparently disclosed by 
the accounts. 


EVENTS OF THE MONTH 


DECEMBER 3 

london: “Income Tax on Land and 
Buildings,” by Mr. H. A. R. J. Wilson, 
F.CA., F.S.A.A. Arranged by Students’ 
Society. Incorporated Accountants’ Hall, 
at 6 p.m. 

DECEMBER 4 

Dudley: Lecture by Professor D. Cousins, 
B.coM., A.c.A. Arranged by Birmingham 
District Society. Dudley and Stafford- 
shire Technical College, Broadway, at 
7 p.m. 

Leds: “‘ Standard Costing (with particular 
reference to the fixing of Standards),”’ by 
Mr. J. W. Fewlass, A.c.w.A., A.C.LS. 
Hotel Metropole, at 6.15 p.m. 

DECEMBER 5 

Nottingham: ‘* Executorship Law,” by Mr. 
A. E. Langton, LL.B., F.C.A., F.S.A.A. 
Reform Club, Victoria Street, at 6.30 p.m. 

Swansea: “‘ Company Law with reference to 
the Rules of Prospectus,” by Mr. E. R. 
Nash, B.A., LL.B. Arranged by Students’ 
Section. Central Library, Alexandra 
Road, at 6.45 p.m. 

ER 6 

Belfast: Annual ball. Belfast Castle. 

Coventry: “‘ Company Law and Accounts,” 
by Mr. A. E. Langton, LL.B., F.C.A., 
FS.A.A, Arranged by Birmingham Dis- 
trict Society. Chamber of Commerce, 
Queen Victoria Road, at 7.30 p.m. 


Sheffield: ‘‘ The Fundamentals of Punched 
Cards.” Talk and film shows, by Powers- 
Samas Accounting Machines, Ltd. 

DECEMBER 

Birmingham: ‘‘ The Holding Company and 
some of its Problems,” by Professor D. 
Cousins, B.coM., A.c.A. Law Library, 
Temple Street, at 6.15 p.m. 

Manchester: “*‘ Economics,” by Mr. D. J. 
Coppock, 8.a.(EcoNn.), Students’ meeting 
(Final). Incorporated Accountants’ Hall, 
g0, Deansgate, at 6.30 p.m. 

Manchester: “‘ Income Tax,” by Mr. N. D. B. 
Robinson, a.s.a.A. Students’ meeting 
(Intermediate). Estate Exchange, Foun- 
tain Street, at 6.30 p.m. 

Newport, Mon.: ‘“* Accounting—Diagnosis 
or Post Mortem?” by Mr. P. G. James, 
B.COM., F.S.A.A., member of the Research 
Management Committee. Kingshead 
Hotel, at 7 p.m. 

Plymouth: “ Practical Auditing Problems,” 
by Mr. S. G. T. Holmes, r.s.a.a. Law 
Chambers, Princess Square, at 6 p.m. 

Preston: ‘“* Back Duty Investigations,’ by 
Mr. J. W. Walkden, 4.c.A., A.S.A.A. 
Preston and County Catholic Club, 
Winckley Square, at 7.30 p.m. 

DECEMBER II 

Liverpool: Dinner-dance. Exchange Hotel. 

DECEMBER 13 


Bradford: Students’ Section dance. Con- 
naught Rooms. 

Hanley: “ Costing,” by Mr. W. W. Bigg, 
F.C.A., F.S.A.A. Arranged by North 
Staffordshire District Society. Town 
Hall, at 6.30 p.m. 

Lincoln: ‘‘ Random Thoughts on Industrial 
Accounting,” by Mr. F. D. Fowler, 
A.S.A.A., member of the Research Man- 
agement Committee. Great Northern 
Hotel, at 6.30 p.m. 


DECEMBER 14 

Birmingham: Discussion group. Law Library, 
Temple _ eet, at 6.15 p.m. 

Bradford: ‘*‘ \nflation—Some Causes and 
Effects,” b Mr. H. C. Hodder, Intelli- 


‘gence Depa ent, National Provincial 
Bank, Ltd. |. eral Club, Bank Street, 
at 6.15 p.m. 


Manchester: “‘ Executorship,”’ by Mr. D. A. 
Lewis, LL.B., B.A.(COM.). Students’ meet- 
ing (Intermediate). Incorporated 
Accountants’ Hall, go, Deansgate, at 

- 6.30 p.m. 

Swansea: ‘“‘ The Oil Industry,” by Mr. 
P. F. Ellis, F.mst.petr. Film show. 
Mackworth Hotel, at 6.45 p.m. 

DECEMBER 15 

Southend-on-Sea: ‘“‘ Branch Accounts,” by 
Mr. R. Glynne Williams, F.c.a. Arranged 
by London Students’ Society, Southend 
Branch. Chamber of Trade, 33, Victoria 
Avenue, at 10 a.m. 


DECEMBER 17 
Middlesbrough: ** Economics,” by Mr. A. R. 


Ilersic, B.com. Arranged by Newcastle- 
upon-Tyne and District Society. Café 
Royal, Linthorpe Road, at 6.30 p.m. 

DECEMBER 18 

Bedford: “Investment and _ Business 
Finance,” by Mr. F. E. Hargreaves, 
F.c.A. Arranged by London Students’ 
Society, Luton and Bedford Branch, and 
the Bedford, Luton and Northampton 
District Society of Certified Accountants. 
Frederick Room, Bridge Hotel, at 7 p.m. 

Newcastle - upon - Tyne: “* Economics,” by 
Mr. A. R. Ilersic, B.com. 52, Grainger 
Street, at 6.15 p.m. 

DECEMBER 20 

Grimsby: Lecture arranged by Hull and 

' District Society, North Lincolnshire 
Regional Committee. Chamber of 
Commerce, 77, Victoria Street, at 7.30 
p-m. 

DECEMBER 21 

Hull: “Interest Rates Since 1932,” by 
Mr. C. L. Lawton, M.sc.(ECcON.), Barris- 
ter-at-Law. Students’ meeting. Church 
Institute, Albion Street, at 6.15 p.m. 


1952 

JANUARY 4 

Birmingham: “‘ Documentary Credits,” by 
Mr. W. E. Dawson, CERT.A.1.B., A.M.I.EX. 
Law Library, Temple Street, at 6.15 p.m. 

Grimsby: “‘ Consolidated Accounts,” by 
Mr. J. Palmer, a.c.a. Arranged by Hull 
and District Society, North Lincolnshire 
Regional Committee. Chamber of Com- 
merce, 77, Victoria Street, at 7.30 p.m. 

JANUARY 7 

Coventry: Debate with Chartered Accoun- 
tant Students. Arranged by Birmingham 
District Society. 

January 8 

Dudley: Discussion group—“ Statement of 
Affairs and Deficiency Account of 
Limited Company.” Arranged by Bir- 
mingham District Society. Dudley and 
Staffordshire Technical College, Broad- 
way, at 7 p.m. 

JANUARY 9 

Preston: “‘ Partnership Accounts,” by Mr. 
A. E. Langton, LL.B., F.C.A., F.S.A.A. 
Preston and County Catholic Club, 
Winckley Square, at 7.30 p.m. 


THE ECONOMIC PROSPECT 


THE ANNUAL DINNER OF THE INCORPORATED 
Accountants’ Society of Manchester and 
District was held in the Midland Hotel, 
Manchester, on October 26. Among the 
guests were the Deputy Lord Mayor of 
Manchester (Alderman Colonel S. P. 
Dawson, 0.B.E., M.M., T.D., J.P.); Sir Kenneth 
D. Stewart, G.B.£.; Mr. Bertram Nelson, J.P., 
F.S.A.A. (Vice-President, Society of Incor- 
porated Accountants) and‘ Mr. I. A. F. 
Craig (Secretary); Sir Leonard Stone (Vice- 
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Chancellor, County Palatine of Lancaster) ; 
Mr. C. N. Glidewell; Mr. Ben Pickup, 
j-P. (Vice-President, Manchester Chamber 
of Commerce); the Mayor of Salford 
(Alderman V. A. Darley, j.p.); Reverend J. 
Flitcroft, m.a. (Warden of Hulme Hall); 
and representatives of other professional 
bodies, banking and the Inland Revenue. 

Mr. Arthur T. Eaves, F.s.A.A., F.C.A., 
President of the Incorporated Accountants’ 
Society of Manchester and District, pro- 
posed the toast of “‘ The City and Trade of 
Manchester and District.”” He referred to 
the sudden death in office of this year’s 
President, Mr. Walter Street. The state- 
ment in AccounTANcy that Mr. Street had 
a quiet, unassuming manner with natural 
qualities of leadership was truly descriptive. 
The Society would also miss the guiding 
hand of the senior Acting Past-President, 
Mr. Jim Hulme. 

Mr. Eaves spoke of their united pleasure 
in the gradual recovery of the Duke of 
Lancaster—the King—from his serious 
operation. 

The difficulties of trade had increased 
during the years since the war, and many 
businesses had fallen by the wayside. 

He was glad that his father, one of the 
two senior Past-Presidents, was at the dinner. 

The Deputy Lord Mayor of Manchester 
(Alderman Colonel S. P. Dawson, 0.B.£., 
M.M., T.D., J.P.), replying to the toast, said 
it was said that some of the things Man- 
chester owned were situated in Salford. If 
those things were removed what would be 
left in Salford? (Laughter.) 


Mr. Ben Pickup, J.P., vice-president of 


the Manchester Chamber of Commerce, 
said that the next twelve to eighteen months 
were going to be very trying. He hoped the 
Government would tell the people the 
truth and that they would do something to 
increase the provision of steel, fuel, power 
and transport. Unless these four pillars of 
industry were made to function the rest of 
the country would have to stand still. It 
had been said that there should be 30 per 
cent. more production. He believed it had 
reached 3 per cent. 

Sir Kenneth D. Stewart, G.B.£., proposing 
the toast of ‘‘ The Society of Incorporated 
Accountants,” said if he were advising a 
young fellow for a career in the world he 
would advise him above all things to 
become an accountant, for it would give 
him an extremely wide view of affairs. 

Mr. Bertram Nelson, J.P., F.S.A.A. (Vice- 
President of the Society of Incorporated 
Accountants), responding, said that unless 
international trade could be increased 
gloomy days were ahead. He suggested that 
the current emphasis on harder work was 
perhaps wrong—the need was for better 
work. There were various ways in which 
the accountancy profession could do better 
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work—by helping small firms to reach the 
same standards as large firms, by improving 
professional education and by the sharing 
of techniques by accountants in practice 
and those in industry. 

Mr. Victor A. Bell, F.s.A.a., Vice-Presi- 
dent of the Manchester Society, proposing 
a toast to the guests, said he was pleased to 
see the Church represented at the dinner 
because there was a close affinity between 
the Church and accountants. They both 
tried to keep people in the straight and 
narrow way. 

Mr. C. N. Glidewell, a Manchester 
barrister, responding, said he observed 
among the guests a Principal Inspector of 
Taxes. Income tax had become a tax on 
capital as well. It had also become a tax 
on ingenuity and incentives and was 
interfering with the professional and work- 
aday life of this country. 


COUNCIL MEETING 


OcrToseER 18, 1951 
Present: Mr. C. Percy BARROWCLIFF 
(President), Mr. Bertram Nelson (Vice- 
President), Sir Frederick Alban, Mr. A, 
Stuart Allen, Mr. Edward Baldry, Mr. R. 
Wilson Bartlett, Mr. H. J. Bicker, Mr. F. 
Sewell Bray, Mr. Andrew Brodie, Mr. 
Henry Brown, Mr. E. Cassleton Elliott, 
Mr. M. J. Faulks, Mr. W. H. Fox, Mr. 
C. A. G. Hewson, Sir Thomas Keens, 
Mr. W. H. Marsden, Mr. A. E. Middleton, 
Mr. T. H. Nicholson, Mr. James Paterson, 


Miss P. E. M. Ridgway, Mr. P. G. S._ 


Ritchie, Mr. R. E. Starkie, Mr. Joseph 
Stephenson, Mr. Percy Toothill, Mr. A. H. 
Walkey, Mr. Richard A. Witty and, by 
invitation, Mr. C. V. Best and Mr. W. G. A. 
Russell, with the Secretary, the Deputy 
Secretary and the Assistant Secretary. 


NEW MEMBERS OF COUNCIL 

Mr. C. V. Best, F.s.a.A., London, and Mr. 
W. G. A. Russell, F.s.4.a., Birmingham, 
were appointed members of the Council 
under Article 48, to fill the occasional 
vacancies arising from the resignations of 
Mr. Walter Holman and Mr. T. Harold 
Platts. 

Photographs of Mr. Best and Mr. Russell 
and some notes on their careers were given 
in the November issue of ACCOUNTANCY, on 


page 403. 


PRESENTATION TO MR. A. STUART ALLEN 
The President presented to Mr. A. Stuart 
Allen an illuminated address in token of the 
members’ appreciation of the services 
Mr. Allen had rendered to the Society 
during his term of office as President. 


NETHERLANDS INSTITUTE OF ACCOUNTANTS 
The Vice-President, Mr. Bertram Nelson, 
reported upon his recent visit to Amsterdam 
to attend the Yearday of the Netherlands 
Institute of Accountants (see Accounrancy, 
November, page 402). 

It was resolved that the cordial thanks of 
the Council be sent to the President, 
Council and Secretary of the Netherlands 
Institute for their hospitality to Mr. Nelson, 


COMMITTEES 
Members were appointed to Committees of 
the Council for the year 1951-52. 

Reports were received of recent meetings 
of the Finance and General Purposes, 
Disciplinary, District Societies, Develop. 
ment, Applications, and Examination and 
Membership Committees, and of the 
Accountancy Editorial Conference. 


INTERNATIONAL CONGRESS ON ACCOUNTING 
The Vice-Chairman of the Congress Coun- 
cil, Mr. A. Stuart Allen, reported the 
appointment of Sir Harold Howitt as 
President and Mr. Barrowcliff as Vice. 
President of the Sixth International Con- 
gress on Accounting, to be held in London 
in 1952. 


BRITISH INSTITUTE OF MANAGEMENT: 
REGISTER OF MANAGEMENT AND INDUSTRIAL 
CONSULTANTS 

The Council gave careful consideration to 
the question whether an _ Incorporated 
Accountant should be permitted to have his 
name or the name of his firm included in 
the Register of Management and Industrial 
Consultants maintained by the British 
Institute of Management. 

The Council decided that permission 
cannot be given to a member of the Society 
for the name of any firm or business of 
which the member is a partner or director 
to be included in the Register of Manage- 
ment and Industrial Consultants if that firm 
or company undertakes in the course of its 
duties any work which comes within the 
field of public accountancy, 


SOUTH AFRICAN BRANCHES 
The Council received the minutes of recent 
meetings of Branch committees. 


DISTRICT SOCIETIES 
Belfast: Approval was given to the change 
of name of the Belfast District Society to 
The Incorporated Accountants’ District 
Society of Northern Ireland. 

Manchester: The Council received with 
deep regret the report that the President 
the Manchester District Society had died 
suddenly on July 19. 

West of England and Yorkshire: It was 
reported that letters of appreciation had 
been sent to Mr. F. P. L. Roberts, who had 
resigned the honorary secretaryship of the 
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West of England District Society, and to 
Mr. D. McMichael, who had resigned the 
honorary secretaryship of the Yorkshire 
District Society. Their respective successors 
were Mr. F. C. Smailes and Mr. B, C. Stead. 


THE UNIVERSITIES SCHEME 
The Council accepted proposals made by 
the Joint Standing Committee on subjects 
to be included in the approved degree 
courses. 

It was decided that the B.sc.(ECON.) 
degree course of the University of London 
taken by means of evening classes should 
not be recognised for the purposes of the 
Universities Scheme in respect of students 
commencing their degree course on or after 
September 30, 1952. 


MEMBERSHIP 
Applications for admission to membership 
of the Society, for promotion to Fellowship, 
and for registration as members in retire- 
ment, were approved, subject to payment of 
entrance fees and subscriptions as appro- 


priate. 


RESIGNATIONS 
It was reported that the following members 
had resigned: Mr. C. A. Goldthorpe, 
Asociate, Brighton; Mr. J. Stewart, 
Fellow, Northlands. ; 


DEATHS 

The Council received with regret a report 
ofthe death of each of the following mem- 
bers: Barker, Harry (Associate), Dukin- 
field; Beaumont, Edward (Associate), 
leeds; Bright, Cecil Williams (Associate), 
Knebworth; Claxton, James Oscar (Asso- 
ciate), Shanklin; Collinge, Bramwell (Asso- 
ciate), Blackpool; Crinkley, Thomas Arthur 
Fellow), Esher; Dickson, Albert (Asso- 
date), Hanley; Duxbury, John Percival 
Fellow), Blackburn; Gray, Frederick Dall 
(Fellow), Coleraine; Green, Arthur Regi- 
nld (Fellow), London; Green, Henry 
(Fellow), London; Hands, Herbert Joseph 
(Associate), Braintree; Henshall, James 
(Associate), Chester; Holliday, Charles 
Augustine (Fellow), Bickley; Hopkinson, 
Lawrence George (Associate), Hove; Ken- 
drick, Frank Richard Charles (Fellow), 
Broadstairs;  Kettridge, Julius Ornan 
(Fellow), London; Kharé, Madhav Puru- 
thottam, B.sc. (Associate), Calcutta; 
Marriott, George Alfred (Associate), Man- 
chester ; Phillips, Arthur Frank (Associate), 
Huddersfield; Street, George Walter 
Fellow), Manchester. 


SR JAMES MARTIN MEMORIAL EXHIBITION 

It was resolved that the Sir James Martin 

Memorial Exhibition for the May, 1951, 

Intermediate Examination be awarded to 

Allen Lionel Plumpton, articled to Mr. 

H. Gordon Smith, F.s.A.A. (Keeling & Co.), 
on, 


CHAIRMEN OF COMMITTEES 
After the Council meeting, each of the 
following Committees met to appoint its 
chairman and vice-chairman: : 

Finance and General Purposes: Chairman, 
Mr. E. Cassleton Elliott; Vice-Chairman, 
Mr. Percy Toothill. 

Examination and Membership: Chairman, 
Mr. Richard A. Witty; Vice-Chairman, 
Mr. Bertram Nelson. , 

District Societies: Chairman, Sir Thomas 
Keens; Vice-Chairman, Sir Frederick 
Alban. 

Parliamentary: Chairman, Sir Thomas 
Keens; Vice-Chairman, Mr. C. P. Barrow- 
cliff. 

Articles and Bye-Laws: Chairman, Mr. 
Richard A. Witty; Vice-Chairman, Sir 
Frederick Alban. - 

Development: Chairman, Mr. Bertram 
Nelson; Vice-Chairman, Mr. L. C. Hawkins. 

Applications: Chairman, Mr. Richard A. 


Witty; Vice-Chairman, Mr. Bertram 
Nelson. 
Hall: Chairman, Mr. E. Cassleton 
Elliott. 


Library: Chairman, Mr. T. H. Nicholson. 
Accountancy Editorial Conference: Chair- 
man, Mr. E. Cassleton Elliott. 


INCORPORATED ACCOUNTANTS’ 
LODGE 


THE INSTALLATION MEETING WAS HELD ON 
October 23, 1951, at Freemasons’ Hall, 
W.C.2. W.Bro. R. N. Barnett installed his 
successor, Bro. C. V. Best. 

W.Bro. Best invested the following 
officers: W.Bro. R. N. Barnett, I.P.M.; 
Bro. J. A. Jackson, J.W.; W.Bro. W. J. 
Crafter, Treasurer; W.Bro. A. S. Darr, 
Secretary; V.W.Bro. H. A. R. J. Wilson, 
D.C.; Bro. J. C. Chaumeton, $.D.; W-Bro. 
W. F. Edwards, J.D.; W.Bro. E. J. P. 
Garratt, A.D.C.; W.Bro. A. A. Garrett, 
Almoner; W.Bro. A. S. Wagstaff, Organist; 
Bro. E. B. Trimmer, I.G.; Bros. E. J. 
Hakim, G. F. D. Rice, H. L. Brown, 
Stewards; W.Bro. A. C. Chitty, Tyler. 

Amongst the large number of guests were 
Sir Frederick Rowland, P.G.W., W.Bro. 
A. M. Strachan, W.M. of the Chartered 
Accountants’ Lodge, and W.Bro. R. A. 
Davies, W.M. of the Semper Vigilans Lodge. 

The secretary is Mr. A. S. Darr, 35, New 
Broad Street, London, E.C.2. 


DISTRICT SOCIETIES AND BRANCHES 


SCOTTISH BRANCH 


Mr. Rosert B. KNOWLES, F.S.A.A., OF 
Messrs. Herriot & MHay, Incorporated 


Accountants, Edinburgh, has been co-opted 
a member of the Council of the Scottish 
Branch in place of Sir John D. Imrie, c..z., 
F.S.A.A., Who has resigned on his appoint- 
ment as Commissioner to Trinidad and 
Tobago. 

LONDON 


Tue Socrety’s LiBRARY WILL REMAIN 
open till 6 p.m. on evenings when lectures 
are held at Incorporated Accountants’ 
Hall. 


EAST ANGLIA 


THE ANNUAL MEETING WAS HELD AT THE 
Castle Hotel, Norwich, on November 1, 
under the chairmanship of the President, 
Mr. W. P. Gill, F.s.a.a. The members were 
honoured by the presence of the Vice- 
President of the parent Society, Mr. 
Bertram Nelson, F.s.A.A., who was accom- 
panied by the Secretary, Mr. I. A. F. Craig, 
O.B.E. 

At the subsequent committee meeting, 
the following officers were elected for the 
year 1951-52: President, Mr. W. W. Elven, 
F.S.A.A.; hon. secretary, Mr. R. H. Taylor, 
F.S.A.A.; hon. treasurer, Mr. F. Platten, 
F.S.A.A.; hon. auditor, Mr. F. C. Harrison, 
F.S.A.A. 

The retiring president, Mr. W. P. Gill, 
F.S.A.A., and hon. secretary, Mr. C. H. 
Sutton, F.s.A.A., were thanked for their past 
services. 

YORKSHIRE 
AT A MEETING OF THE COMMITTEE ON 
October 24, Mr. E. Emmerson, F.s.A.A., was 
appointed president in place of Mr. 
P. Sheard, rF.s.A.A., who had found it 
necessary to resign on account of ill health. 


PERSONAL NOTES 


Messrs. Walter Hunter, Bartlett, Thomas 
and Co., Incorporated Accountants, New- 
port, Mon., announce that they have taken 
into partnership Mr. C. H. Dawson, A.s.A.A, 
The name of the firm remains unchanged. 

Mr. W. E. B. Buckingham, Incorporated 
Accountant, has commenced public prac- 
tice at 15, Stockbridge Gardens, Chichester, 
Sussex. 

Mr. E. A. Cookson, A.s.A.A., has been 
appointed secretary and accountant of 
G. T. Cheshire & Sons, Ltd., Kidderminster. 

Mr. K. H. Newsum-Smith, Incorporated 
Accountant, announces that the firm of 
Reeve, Newsum-Smith & Co. has been 
dissolved. He is now practising under his 
own name at 8, Shepperson Street, Derby 
Road, Nottingham. 

The partnership between Mr. Jack 
Whitaker, a.s.a.a., and Mr. Cecil V. 
Howard has been terminated by mutual 
consent. Mr. Howard will continue practising 
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in the firm name of J. W. Reynolds 
and Son at the same address. Mr. J. 
Whitaker will practise in his own name, 
also at Dean House, Piccadilly, Bradford. 

Mr. W. Adkins, A.s.A.A., has been 
appointed Chief Accountant to the North 
Atlantic Treaty Organisation. 

Mr. George Thompson, 4.3.A.A., has 
taken up the appointment of secretary/ 
accountant to Manfield & Sons, Ltd., 
Northampton. 


Mr. A. Buchan, has_ been 


A.S.A.A., 


appointed district accountant to the Scottish’ 


Gas Board, Paisley District. 

Mr. J. W. G. Blackman, A.s.A.A., has been 
appointed chief accountant to Orme-Evans 
and Co., Ltd., Wolverhampton. 

Messrs. Lomax, Clements & Co., Incor- 
porated Accountants, London, E.C.4, have 
admitted to partnership Mr. J. F. Glenister, 
A.S.A.A. 

Messrs. Arthur E. Green & Co., Incor- 
porated Accountants, London, E.C.2, 
inform us that Mr. Leonard A. Mann, 
F.S.A.A., has been joined in partnership by 
Mr. E. M. Lomax, F.s.A.A.. Mr. W. M. 
Lomax, F.s.A.A., and Mr. G. W. Pickworth, 
F.S.A.A., A.c.LS. Mr. W. M. Lomax and 
Mr. G. W. Pickworth retain in addition 
their partnership in Messrs. Lomax, 
Clements & Co. 

The address of Mr. Harold Moore, who 
was admitted to membership of the Society 
in 1929, is 35, Clifton Street, Blackpool, and 
not as given in the 1951 edition of the 
Society’s List of Members. 

Messrs. Spofforth & Prince, Chartered 
Accountants, London, E.C.4, announce 
that Mr. M. G. Spofforth, a.c.a., has been 
. admitted to partnership. 

Messrs. L. H. Benton & Co., Bishop’s 
Stortford, have taken into partnership Mr. 
R. E. Bailey, A.s.a.a., and Mr. J. Deighton, 
A.S.A.A. 


REMOVALS 


Messrs. A. J. Paul & Co., Incorporated 
Accountants, have removed to 1, Green 
Lane, Redruth, Cornwall. , 

Mr. Percy G. Stembridge, Incorporated 
Accountant, has removed his offices to 55, 
Newhall Street, Birmingham, and 21, 
Queen Street, Droitwich. 

Messrs. Peat, Marwick, Mitchell & Co. 
announce that their Newcastle office is now 
at 17, Eldon Square, Newcastle-upon- 
Tyne, I. 

Mr. H. C. Banting, Incorporated Accoun- 
tant, advises that his office has been 
renumbered as 792A, Harrow Road, 
Sudbury, Wembley, Middlesex. 

Messrs. Lewin, Leaf & Walton, Incor- 
porated Accountants, have removed to 
Foley House, 12a, Maddox Street, London, 
W.1. 
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Mr. J. W. Cooknell, Incorporated 
Accountant, advises us that his office is now 
at 29, Warwick Row, Coventry. 

Messrs. J. & A. W. Sully & Co., Chartered 
Accountants, have removed their offices to 
Abbey Gate House, College Green, Bristol 1. 

Mr. R. A. Patel, Incorporated Accoun- 
tant, practising as R. A. Patel & Co., has 
changed his address to “ Sahakar,” 31, 
B Road, Churchgate Reclamation, Bombay, 
I. 


EXAMINATIONS 1952 


Tue Socrety’s EXAMINATIONS 
held on the following dates: 


WILL BE 


Final: PartI May 13 and 14; Novem- 
ber 11 and 12. 

Part II May 15 and 16; Novem- 
ber 13 and 14. 

Intermediate: May 15 and 16; Novem- 
ber 13 and 14. 

Preliminary: May 15 and 16; Novem- 
ber 13 and 14. 

Completed applications must reach 


Incorporated Accountants’ Hall not later 
than Monday, March 17, for the May 
examinations, and Monday, September 22, 
for November. 


OBITUARY 


CuHarRLeEs Epwarp IrvINE JONES 
With deep regret we record the sudden 
death on November 8 of Mr. C. E. Irvine 
Jones, c.B.E., F.S.A.A., Comptroller and 
Accountant General of the Post Office, who 
was 52 years of age. He qualified as an 
Incorporated Accountant in 1929, being the 
Society’s Gold Medallist for that year. 

Mr. Jones had been head of the school at 
Owen’s School, and after serving during the 
1914-18 war in the Royal Naval Air Service 
and the R.G.A., he entered the Exchequer 
and Audit Department, in which he attained 
the rank of Senior Auditor. When war broke 
out in 1939 he was appointed adviser on 
accounts to the British Supply Board in 
Ottawa, and subsequently Deputy Director 
of Accounts in the Ministry of Supply. He 
became an assistant secretary to the 
Treasury in 1944, and Comptroller and 
Accountant General of the Post Office in 
1950. The honour of a Commander of the 
Order of the British Empire was conferred 
on him in the King’s Birthday Honours last 
year. ) 
Mr. Jones was a member of the Com- 
mittee of the Incorporated Accountants’ 
London and District Society. He was 
present at the meeting of the Luncheon 
Club on November 6. 

Those who met Mr. Jones appreciated his 


happy personality and the spirit of helpful. 
ness which infused his sound judgment an4 
outstanding ability. Both the civil service 
and the Society have lost a distinguished 
member in the midst of his career. 

The funeral took place at Woking 
November 14. The Society of Incorporated 
Accountants was represented. 


BOOKS RECEIVED 


ACCOUNTANCY QUESTIONS AND KEY. Ques. 
tions and Answers on Accounts to supple. 
ment the Text-book. Second edition by 
William Pickles, B.cOM., F.C.A., A.S.A.A,, in 
conjunction with G. W. Dunkerley, uc, 
A.S.A.A. (Sir Isaac Pitman @ Sons, Lid 
Price 35s. net.) 

OFFICE ORGANISATION AND MANAGEMENT, 
including secretarial work. By the late 
Lawrence R. Dicksee, Sir Herbert E. Blain, 
c.B.E., and Stanley W. Rowland, L123, 


F.c.A. Fifteenth edition by Donald Cousin, 9“ 4 
(Sir Isaac Pitman & Sons, Ltd. Price 18s. net) [RF Acc 
STUDIES IN PRACTICAL BANKING. Being the BBP Aco 
Gilbart Lectures for 1932-1935. Third [BP Acc 
edition by R. W. Jones. (Sir Isaac Pitma Acc 
and Sons, Ltd. Price 15s. net.) Acc 
SECRETARIAL PRACTICE. The Manual df J 4° 
the Chartered Institute of Secretarie, 9 4~ 
Sixth edition prepared under the authority Pe 
of the Council of the Institute. (W. Hefe 


and Sons, Lid., Cambridge. Prices: Cloth 21s. 
net; thin paper edition, rexine, 25s. net.) 
MECHANISING THE LEGAL OFFICE. By J. H. 
Burton, F.S.A.A., F.C.C.S., F.IL.M.T.A. (Gee and 
Co. (Publishers), Ltd. Price 6s. net.) 
INCOME TAX TABLES showing Tax grossed up 
at gs. 6d. in the £ on varying amounts from 
1d. to £10,000. By A. J. Allerton. (F. P. 
Wilson (Publishers), Ltd., 47, Museum Stret, 
London, W.C.1. Price 2s. 6d. net. Postage 34. 
extra.) 

GUIDE TO COMPANY BALANCE SHEETS AND 
PROFIT AND LOss AccouNTS. By Frank H. 
Jones, F.A.c.c.A., A.c.1.8. Fourth edition. 


(W. Heffer & Sons, Ltd., Cambridge. Pria Ac 
255. net.) ac 
BOROUGH OF LUTON, Financial Survey, re 
1950-51. (Borough Treasurer, Luton.) : 
LANCASHIRE County Finance,  1950-5!- Ac 
(County Treasurer, Preston.) Aa 
LANCASHIRE County Library Annual 
Report, 1950-51. 


WHILLANS’S TAX TABLES, 1951-52. By George 
Whillans. (Butterworth & Co. (Publishers), 
Lid. Prices: Single copies, 3s. 6d.; six copies # 
more, 35.; 25 copies or more, 2s. 6d. post Sree) 


—) 


In the advertisement of H.F.L. (Publisher), 
Ltd., in our November issue, the price of the 
supplement to Wilson and Heaton on the Income 
Tax Act, 1945, was stated as 2s.6d. We at 
asked to state that the correct price is 5s. 
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